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INTRODUCTION 


Tue Divergence BETWEEN PLANT AND CoMPpANY CONCENTRATION, 
1947 


The Federal Trade Commission has made several excellent studies 
during the past few years which have resulted in bringing to the at- 
tention of the public new economic problems and throwing fresh light 
upon old. The Merger Movement: A Summary Report, 1948, was 
issued by the Commission after an exhaustive study of the extent and 
development of corporate mergers over a period of years. This report 
lent impetus to the successful passage of the Celler Antimerger Act 
of 1950 which cemented a wide aperture in the antitrust laws that had 
persisted for many years. The Concentration of Production Facilities, 
1947, another recent publication by the Commission, revealed for 
selected industries the pattern of economic concentration which has 
become characteristic of certain important segments of the national 
economy. 

In view of the contribution which these reports of the Commission 
have made to modern economic thought, the Subcommittee on Study 
of Monopoly Power has endeavored to bring their contents to the fore 
by requesting, in certain instances, that the Commission present the 
results and conclusions of its intensive researches at the subcommittee’s 
public hearings. This procedure has not only added greatly to the 
knowledge and understanding on the part of Members of Congress 
of complex and intricate economic problems but has also served as a 
vehicle for focusing on these studies the public notice and attention 
which they have so well merited. 

One of the most revealing economic investigations undertaken by 

the Federal Trade Commission and, at the same time, one of the most 
original in the realm of applied economic theory, is the Commission’s 
report on The Divergence Between Plant and Company Concentra- 
tion, 1947. Carrying its report on Concentration of Productive 
Facilities, 1947, one step further, in this report the Commission has 
attempted an analysis and comparison of corporate concentration on 
a dual basis, that of concentration at the plant level and of concen- 
tration at the corporate level. Concentration on a plant basis, as 
the Commission indicates in its report 
measures approximately the minimum below which concentration on a company 
basis cannot be driven while present technological methods prevail. 
Corporate concentration, on the other hand, reflects the concentration 
of economic power in an industry resting in the hands of a limited 
number of concerns. As corporate concentration diverges from plant 
concentration, So too does corporate size depend upon factors othe r 
than technology and industrial efficiency. 

Because of the recognized need for sound and original economic 
analysis such as that contained in the Federal Trade Commission’s 
report on The Divergence Between Plant and Company Concentra- 
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tion, 1947, the subcommittee was privileged to conduct a special 
hearing on December 12, 1950, at which time the Chairman of the 
Commission and members of its professional staff presented the report 
to the subcommittee and explained in detail its carefully chartered 
contents. 

As chairman of the Subcommittee on Study of Monopoly Power, 
I wish to introduce the publication of the Federal Trade Commission’s 
testimony with the hope that the Commission’s report together with 
the elaboration thereon contained in this volume will serve to enlighten 
the public as it has this subcommittee on certain facets in the large 
tiara of monopoly power. 

EMANUEL CELLER, Chairman. 
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TUESDAY, DECEMBER 12, 1950 


House or REPRESENTATIVES, 
SPECIAL SUBCOMMITTEE ON THE Stupy oF MONOPOLY 
POWER OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. ¢ 

The special subcommittee met, pursuant to call, at 10:40 a. m., in 
room 346, Old House Office Building, Hon. Emanuel Celler (chair- 
man) presiding. 

Present: Representatives Celler (chairman), Bryson, Lane, Wil- 
son, Willis, Denton, Michener, Keating, and McCulloch. 

Also present: Curtis Shears, counsel to the subcommittee. 

The CuarrMan. The meeting will come to order. 

We have before us this morning our former colleague and now 
Chairman of the Federal Trade (Commission, the Honorable James 
Mead. Commissioner Mead, we will be very glad to hear you. 


STATEMENT OF HON. JAMES M. MEAD, CHAIRMAN, FEDERAL 
TRADE COMMISSION 


Mr. Merap. Mr. Chairman and members of the committee, I assure 
you I appreciate this opportunity to appear before you and present 
the Commission’s report released today on The Divergence Between 
Plant and Company Concentration. The dictionary defines the verb 
“to diverge” as meaning “to tend away from each other.’”? And that 
is what this report is about—namely, the extent to which concentra- 
tion on a company basis ‘‘tends away from” concentration on a plant 
basis. 

The question of the relationship between plant and company con- 
centration is obviously of vital importance in determining antitrust 
policy. The view is widely held that the economic concentration 
which exists in the country today is due solely or principally to the 
requirements of modern technology—that is, to large plants. It is 
held that since the industrial revolution the whole tendency of tech- 
nological development has been in the direction of larger and larger 
plants, which, in turn, has created the necessity for larger and larger 
companies. 

This point of view, as you gentlemen all know, is frequently pre- 
sented by spokesmen of big corporations. Inferences are occasionally 
made to the effect that any action designed to reduce the size of large 
business concerns would in some way impair the productive efficiency 
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of large plants. While the operation of several independent plants 
by a single company may in some cases result in managerial or super- 
visory efficiency, it is questionable, to say the least, whether dis- 
solution action in such cases would have any effect whatever on plant 
efficiency. 

A few notes of protest against this “large plant’”’ line of argument 
have been raised by critics who call attention to other forces which 
have promoted the growth of company concentration. They have, 
in particular, pointed to the creation of giant corporate empires 
through consolidations, mergers, and acquisitions. They have argued 
that there is nothing inevitable in the nature of technology, or any- 
thing else, which requires one corporation to own hundreds of inde- 
pendent, separately located plants. 

Which of these two schools of thought is correct? Is centralized 
company control merely the result of big plants, or does it exist because 
of other factors, such as consolidations, mergers, and acquisitions? 

In the past, those who believe that economic concentration is due 
merely to large plants, as well as those who believe that it results from 
other factors, such as mergers, have tended to support their respective 
points of view with only a few scattered illustrations. Those who 
share the former point of view—that is, the large-plant idea— 
frequently call attention to the existence of specific industries in which 
the bulk of the output is produced by a few very large plants, each of 
which is owned by a separate company. Those who share the latter 
point of view—mergers as the cause of concentration—point to 
industries in which the leading concerns own several—numbering 
sometimes up into the hundreds—of independent plants. Because 
of its great public interest, the answer to this question should obviously 
rest upon something more comprehensive than a few conflicting 
illustrations. And in this report we have endeavored to provide a 
more comprehensive answer. 

And in that connection, Mr. Chairman, we have with us today 
Dr. Blair, our assistant chief economist, who is fortified with a number 
of illustrative charts which he will present to you 

Specifically, for each of some 340 manufacturing industries—which 
constitute the great majority of all census industries—we have 
measured statistically the difference, or “divergence,” between con- 
centration on a company basis and concentration on a plant basis. 
I believe that this is the first time any such study has been attempted. 

In our study we have found that, essentially, both schools of thought 
are correct. The extent of the difference between plant and company 
concentration varies widely among the different manufacturing indus- 
tries. On the one hand are to be found many industries in which 
company concentration is almost exactly identical with plant con- 
centration. On the other hand, there is an equal if not greater number 
of industries in which company concentration is well in excess of plant 
concentration. Between these two extremes, there are many addi- 
tional industries in which company concentration is moderately above 
plant concentration. Thus this report upholds, for certain industries, 
the view that a high degree of company concentration is merely the 
inevitable consequence of the requirements of modern technology. 
But this report also upholds, for certain other industries, the opposing 
position that company concentration is not based upon large plants 
and could be substantially reduced without impairing whatever pro- 
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ductive efficiency large plants achieve. On this matter of the differ- 
ence between plant and company concentration, American industry 
presents the picture of a “mixed economy.” 

I do not want to describe the findings of the report in any great 
detail, but I can state briefly that the major individual industries 
which show the greatest difference between plant and company con- 
centration include condensed milk, motor vehicles and parts, steel 
works and rolling mills, tin cans and other tinware, cottonseed-oil 
mills, petroleum refining, fertilizer, cement, biscuits, crackers and 
pretzels, and ice cream and ices. 

The major individual industries which show the smallest difference 
between plant and company concentration include lighting fixtures, 
electrical measuring instruments, sawmills and planing mills, machine 
tools, screw-machine products, computing and related machines, 
medicinal chemicals, games and toys, printing-trades machinery, and 
textile machinery. 

In addition, the report combines the 340 individual industries into 
18 broad industry groups, which are then ranked in accordance with 
the extent of the divergence between plant and company concentra- 
tion. That is to say, at the left of the ranking, which follows, are 
those industry groups with the greatest differences between company 
concentration and plant concentration; at the right are those 
groups in which company concentration is only slightly above plant 
concentration: 

Electrical machinery 
Fabricated metal prov 
\pparel and re 


Petroleum and coal products 
Transportation equipment 
Primary metals 


Leather and leather products 
Food and kindred products 
Paper and allied products 


Pe! 
Printing and publishing 
Instruments and 
Machi eryv exc pt electrical 


related product 








Chemicals and allied products Lumber, except furniture 
Stone, clay, and glass products Miscellaneous manufactures 
Textile-mill products Furniture and fixture 

Mr. Chairman and members of the committee, I believe that these 
differences in the relationship between plant and company concen- 
tration suggest different types of public policy. First of all, in those 
industries in which company concentration is low, the task of pro- 
tecting the public interest appears to be primarily that of preventing 
collusive agreements and arresting any such increase in company 
concentration as may tend to lessen competition. Parenthetically, 
I might add that an important step in that direction would be the 
passage of the Celler bill, H. R. 2734, now pending on the Senate 
calendar and which I understand is to be brought up this afternoon 
on the floor of the Senate. 

When we pass, however, from industries with low company con- 
centration to industries with high company concentration, the 
problem becomes more complex. Let us consider, first, those in- 
dustries which are highly concentrated on a company basis but in 
which there exists a substantial difference between company con- 
centration and plant concentration. In these “high divergence’’ 
industries there is need to guard against not merely collusive agree- 
ments but also monopoly; and, if monopoly should be found to exist, 
the available remedies include the possibility of reducing the size 
of the largest business concerns. 
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At this point, however, I wish to make it clear that the report 
does not attempt to determine to what extent the company con- 
centration that is not based on large plants may be desirable or 
objectionable, nor to what extent there might be social costs in 
breaking up the central office structures of large companies. The 
purpose is merely to ascertain what importance large plants may have 
for the concentration problem and what limits they may set for a 
policy of deconcentration. Other questions of fact and other aspects 
of policy are not here considered. 

Finally, in those industries in which company concentration is high 
and in which there is little difference between plant and company 
concentration, monopolistic concentration cannot readily be corrected 
by dissolution of monopolistic business firms. This situation could 
exist in an industry in which, for illustration, there were only three 
companies and three large plants. If these companies restrained 
trade, size reduction would probably not be a feasible remedy. It 
would probably be physically impossible to break up a large integrated 
plant so that the resulting parts would continue to produce the end 
product. These three companies might use devious means to restrain 
trade and control the market. The means used, however, might fall 
short of tangible and provable evidence of conspiracy or other viola- 
tion of existing law. I have not had the opportunity for a full con- 
sideration of this question. I am not prepared to say that this 
situation exists in any industry in this country at the present time. 
If the Commission in the future were to have reason to believe that 
this situation does exist in an industry and if the remedy for any 
restraints on commerce in such industry cannot be found in existing 
law, the Commission will report such matters to the Congress with 
its recommendation. I am merely calling to your attention at this 
point the types of remedies to protect the public interest which are 
or are not appropriate to the various types of industries in our 
economy. 

In short, in those industries in which concentration is low, we should 
focus our efforts toward preventing conspiracies and halting monopo- 
listic mergers. In those industries in which both company concen- 
tration and the divergence between plant and company concentra- 
tions are high, reductions in the size of companies is a possibility. In 
those industries, however, in which company concentration is high 
but the divergence between plant and company concentration is 
small, size reductions are obviously not practicable. 

I would now like to present Dr. Blair who will describe in more de- 
tail the nature and findings of the study, which we submit to the Con- 
gress at this time, and also to your committee; namely, the Report 
of the Federal Trade Commission on the Divergence Between Plant 
and Company Concentration. 

The CuarrMAN. Are there any questions the members wish to 
ask of Commissioner Mead? 

Mr. Bryson. Mr. Chairman, naturally this is a very technical 
field and difficult to comprehend. I hope that Dr. Blair, whom we 
all know and respect very highly, will reduce it to simple terms so that 
a wayfarer can understand it. 

Mr. Denton. I do not quite understand this company and plant 
concentration. Could you give us some illustrations on that? 

Mr. Meap. Of course, the charts will point that out. 
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Mr. Brarr. I will come right to that, Congressman. 

Mr. Meap. There are several types of relationship between plant 
and company concentration. There are, for example, industries with 
large companies and hundreds and hundreds of plants located all over 
the United States. 

Mr. Denton. That is called plant concentration. What about 
company concentration? 

But, I would prefer to ask Dr. Blair to more specifically answer your 
question about the difference between plant and company concentra- 
tion. 

Mr. Lane. Senator Mead, before we go on to Dr. Blair, I notice 
that your report is for 1947, and I assume it was arrived at as a result 
of studies in 1946 and 1945 and down through those years? 

Mr. Mean. It comes from the Census and Manufactures, which 
was completed and made available for us as of 1947. 

Mr. Lane. I wonder whether or not Dr. Blair could add anything 
to this report up to the present time. We are almost into 1951 now. 
Are there any further changes in this report since 1947 up to 1951? 

Mr. Mean. Dr. Blair. 

The CuarrMan. The census has only just come out. 

Mr. Meap. Yes; Dr. Blair will do that. Thank you very much, 
gentlemen. 

The CHarrMaNn. I just want to ask one or two questions. Would 
you say that the milk industry is a case of great company concentra- 
tion? Take two companies, Borden and Sheffield. They have 
plastic plants, they have fish oil plants, they have dog food plants, 
ice cream plants and cheese plants, and they have plants which are 
making allied and nonallied products. That, I take it, would be a 
case of company concentration? 

Mr. Mrap. In asense, ves; few companies which are highly diversi- 
fied 

The CHarrmMan. Are there any other questions of the Commissioner 
before he leaves? 

Mr. Kearinec. I haven’t any question except as he may con- 
tribute to the discussion. I wonder what the purpose of thisis. Why 
are we here? Why are we discussing this question at all? Was there 
something said preliminarily? 

The CHarrMan. Yes, there was. We had some colloquy here in 
the previous hearings, and at that time I think the Commission was in 
the midst of its preparation of this report, and it was agreed to hear 
the Commission when it had its report completed. 

Mr. Merap. I may add the Census of Manufactures gathers a great 
deal of material, on the basis of which our Economics Division makes 
analyses and reports which are presented to the House and Senate. 
In this particular case we have received, I believe, a special invitation 
to bring this report up and explain it to your committee. 

It is merely a study. It is not a request from our Commission for 
any legislative program. It is just for informational purposes. 

Mr. Micnuener. It is for the record. 

Mr. Mean. For the record. Thanks very much, gentlemen. 

The CuatrmMan. Commissioner, you do not offer any recommenda- 
tions as to what the Congress should do, at all; do you? 

Mr. Mrap. No; we do that separately. We make recommenda- 
tions to the Congress in many ways. Through comments on proposed 
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legislation referred to us that affects our agency, legislation introduced 
by Members of the House or Senate, by its committees, or legislation 
recommended by departments and agencies, through recommenda- 
tions to the President, and through recommendations made direc tly 
to Congress, as in the case of the Celler bill. 

The Cuareman. I mean, in this study and flowing from this study, 
you do not make any specific recommendations whatsoever? 

Mr. Mean. No. 

The CHarrMAN. You simply 

Mr. Mrap. Present the facts, point out the types of relationships 
which they indicate, and call attention to the remedies that now exist. 
And in the case of one of those types of relationships—the three giant 
plants and three giant companies type of situation—-there is as | 
pointed out, a serious question as to whether or not there is an ade- 
quate remedy under existing law. Should they decide to get to- 
gether it would be difficult to prove a conspiracy case against them. 
You could not dissolve them because you could not break up these 
giant plants by cutting them in two or three. But, while this type of 
relationship must be considered, we are not recommending any 
specific form of legislation. 

Thank you, gentlemen. 

The CuarrMan. Thank you, Commissioner. 


Dr. Blair. 


STATEMENT OF DR. JOHN M. BLAIR, ASSISTANT CHIEF 
ECONOMIST, FEDERAL TRADE COMMISSION 


Mr. Buair. Mr. Chairman, if I may take up the questions in order 
that have been raised by the committee— 

Mr. Bryson. We have the exact reproduction of those in our book. 

Mr. Biarr. It may save a little time, not having to turn the pages. 

Mr. Bryson. | mean, we do have those charts in the report. 

Mr. Buarr. Yes, sir. 

Now, first of all, in answer to Congressman Denton’s question, plant 
concentration is different from company concentration only to the 
extent that a plant is different from a company. A plant, of course, 
is a physical productive unit located at a given place. A company is 
an ownership unit owning one, several, or many plants. This report 
represents an endeavor to determine the extent to which concentra- 
tion on a plant basis is exceeded by concentration on a company basis. 

In response to Congressman Lane’s question, in order to prepare a 
study of this type it is necessary to have a complete Census of Manu- 
facturers. The most recent Census of Manufacturers was as of the 
year 1947. That census took about 2 years to tabulate. Conse- 
quently, we have spent less than a year in analyzing the data and 
preparing the report subsequent to the issuance of the tabulations by 
the Census Bureau. 

I might add that we would never have been able to prepare this 
report had it not been for the interest of this committee. It was as a 
result of hearings of this committee that the Department of Com- 
merce had a special tabulation made of the census data, showing the 
proportion of each of the census industry’s output accounted for by its 
4 largest companies, its 8 largest companies, its 20 largest companies, 
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and its 50 largest companies. In the ordinary course of census tabu- 
lations, the only concentration data that would have been available 
would have been plant concentration data. 

Mr. Wiuson. Let me ask this question: What standard do you use 
in speaking of the largest companies? Is it rated according to assets 
or production? 

Mr. Buarr. The largest is in terms of sales or value of product in 
the industry. In other words, the four largest companies, say, in 
the electrical appliance industry consist of the four companies who 
sell more electrical appliances than any other firms. 

Mr. Witson. And who necessarily must manufacture more? 

Mr. Buarr. Yes; sales are a reflection of production. I might say 
in further answer to your question, Congressman Wilson, that in the 
case of electrical appliances, for example, if General Motors is one of 
the four largest—and we do not know whether or not such is the case 
because the census data are presented to us on an undisclosed basis 
but if General Motors were one of the four largest manufacturers of 
electrical appliances, its sales in the electrical appliance industry 
would be included only to the extent of its sales of electrical appliances 
That is to say, in this tabulation General Motors’ automotive output, 
its Diesel engine output, and so forth, are all distributed into their 
different appropriate industries. It is what is known among statis- 
ticians as a tabulation on a nonconsolidation basis, as contrasted to 
the type of study which we presented last year, which consisted of 
tabulations on a consolidated basis. The two types of tabulations 


serve a different purpose. For example, the previous study, The 
Concentration of Productive Facilities of Ford’s steel production was 
included in the automotive industry. Here Ford’s steel production 


is included in the steel industry. 

Mr. Keatina. Are these figures given to you by the companies? 

Mr. Buair. No, sir; these are all figures published by the Census 
Bureau. 

Mr. Keating. They are submitted to the Census Bureau by the 
companies themselves? 

Mr. Buatr. Oh, ves, sir. 

Mr. Keating. And in order to make this particular study, was it 
necessary for the companies to submit additional figures? 

Mr. Buarr. No, sir. 

Mr. Keating. They were all available from previous figures, but 
had not been tabulated? 

Mr. Buarr. Yes, sir. In other words, what had not previous sly 
been done and what was done as the result of this committee’s inter- 
est, was the bringing together of the individual plant reports for each 
company and the computation of concentration figures on a company 
basis for each of the census industries. 

Mr. Micnener. You are breaking down and making use of the 
Census of Manufacturers? 

Mr. Buarr. That is right, sir. 

Mr. MicHener. I might say that, as a man who has been here as 
long as I have, there has been a hard fight down through the years 
as to whether or not we take the manufacturing census. What value 
is it?) There is a lot of argument in that way. What value is it 
when we go out and take a manufacturers’ census? What do you do 
with those figures when you get them? 
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We have the figures up to date. Now you are attempting to do 
something with the figures that we have accumulated under the law 
authorizing and directing the taking of the manufacturing census. 

Mr. Buarr. That is right, sir. 

The Cuarrman. There has been diffic ulty in being able to tabulate 
this because you have to respect information given you by the manu- 
facturers, which is in most cases confidential. 

Mr. Buarr. All cases under the census. 

The CuarrMAN. Therefore, you must continue to respect that pledge 
not to divulge any names of any companies. 

Mr. Buatr. That is right. 

The CuHarrMAN. Because then if you do that, you will make the 
manufacturers reluctant in the future to present information. 

Mr. Buiair. The Census presented no names of companies to us. 
We asked for no names. Our analysis is based entirely upon published 
data. 

Mr. Kearinc. It would not be very difficult for a competitor to 
know what the names were if he had the figures; would it? 

Mr. Buarr. I believe that it would be, sir, since the lowest figure 
in which census data are presented is in terms of the four largest 
companies. If you are a producer and you know what your own 
figures are, it is going to be rather difficult to figure out the figures for 
each of your other three competitors. If the Census released data 
in terms of the two largest, you could derive the figures for your 
competitor with the utmost simplicity. You would know what your 
figures were and could subtract them from the total. 

Mr. Kearina. You just give totals? 

Mr. Buarr. Four largest, eight largest, twenty largest, and fifty 
largest. That is right. 

Mr. Bryson. Don’t these big companies in their advertisements and 
otherwise publicize the fact that they are the biggest? For instance, 
on television last night I saw Philco claiming to be the world’s largest 
manufacturer of radios, television, and so forth. They divulge or 
claim public ly that the ‘Vv are the large ‘Sl 

Mr. Keatine. There is a company in my district that claims they 
are the finest. 

Mr. Bryson. We have many companies in my district that are 
the finest. 

The CHaAtrMan. Off the record. 

(Discussion off the record. 

Mr. Micnener. You want to use this data, then, for some good 
purpose; is that about “ 

Mr. Buatr. We hope 1 it is a good purpose Whether it is or not 
will large ly be dependent pon vour judgment, sir. 

The CHarrMan. Will you explain a little bit more about plant 
concentration? 

Mr. Buarr. Yes, sir 

The CuarrMan. | do not think that we realize in your explanation 
you mean that X plant makes X percentage of the output, while a 
company concentration means X companies produce X percent of the 
output. 

Mr. BLAIR. Yes, sir. | would like to become specific and use an 
example in answering that question. 
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Here we have the ball-and-roller-bearing industry. It is one of the 
census industries. There are two curves, as you will note, on this 
chart. In fact, on all of the charts in the report that you have before 
you, you will find two curves. The lower curve is the plant-con- 
centration curve. The upper curve is the company-concentration 
curve. 

The CHatrMAN. Page 8, gentlemen. 

Mr. Buarr. The two curves are what is known as cumulative 
concentration curves, that is to say they show the proportion of the 
industry’s value of product accounted for by successive numbers of 
plants or companies. Thus, in this industry the four largest plants, 
it will be seen, account for about 40 percent of the industry’s value of 
product. 

The CHarrMan. How can you tell that from this chart? 

Mr. Buarr. At the bottom of the chart there will be seen the 
figures 20, 40, 60, 80, and 100. Those are the actual number of 
units. The word ‘units’? means plants or companies. Moving the 
eve to the left of the figure 20, there is a mark which indicates 10. 
Now, to the left of that, slightly more than half-way between that 
mark and the zero point is four units, plants, or companies. Hence, 
running your eye upward from 4 to the place where the plant-con- 
centration curve intersects that mental line, one finds that the four 
largest plants account for about 40 percent of the industry’s value of 
product. 

To make it perhaps simpler, at the bottom of the chart is the figure 
20. Moving the eye up from that figure, it will be seen that the 20 
largest plants account for about 84 percent of the industry’s value of 
product. Now, that is the situation with respect to plants. The 20 
largest plants account for about 84 percent of the industry’s value of 
produc { 

Now, what is the situation with respect to companies? Let us 
carry that mental line from the figure 20 on up to where it intersects 
the company concentration curve. There it will be seen that the 20 
largest companies account for about 93 percent of the industry’s value 
of product 

Mr. Denron. Where do you get that 93 figure now, over on the 
side? 

Mr. Buarr. Over on the left side of the chart, between the figures 
75 to 100. 

Mr. Denton. This print is so fine I can’t read it. 

Mr. Biair. Consequently, in this industry the difference at the 
point of 20 units between concentration on a plant basis and concen- 
tration on a company basis is the difference between 84 percent 
control on a plant basis and about 95-percent control on a company 
basis. Do I make that point clear‘ 

Mr. Kearina. The fact is clear. Now, what of it? 

Mr. Buatr. Before we get to the question of What of it, may I just 
continue a little bit more with the mechanics of the analysis, Conzress- 
man Keating, because I believe that some of the implications of the 
report will become clearer as I proceed in describing the different 
types of divergence patterns that exist in American industry. 

What we have done in this report is to measure statistically the 
difference or divergence, between these two curves, that is to say we 
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have determined the extent to which the company-concentration curve 
is in excess of the plant-concentration curve. 

This industry, ball-and-roller bearings, happens to be the average 
American industry, the median industry, as statisticians say. That is 
to say, of our 340 industries there are 170 in which the difference 
between plant and company concentration is greater than in this indus- 
try, and there are 170 industries in which the difference between plant 
and company concentration is less than in this industry. 

There are many wide departures from this average pattern. Before 
I go to those different departures, however, I want to make it clear 
once more that what we have done is to measure statistically the 
extent to which the company-concentration curve, up through 50 
companies, is in excess of the plant-concentration curve, up through 
50 plants. 

Mr. Keatina. It would always be in éxcess. 

Mr. Buarr. It would always be. The focus of the report is on the 
extent to which it is in excess. 

Mr. Witson. Dr. Blair, in other words you mean that this typical 
company is highly competitive and that it has just an average concen- 
tration, not as much as some, about half the industry or more than 
half the industry? 

Mr. Buarr. No, sir. I do not know whether or not it is com- 
petitive. 

Mr. Wiuson. I mean, couldn’t you tell from that chart that that 
would be the fact? 

Mr. Buarr. No, sir 

The CuHarrMAN. There could be collusive agreements among 4 or 100 
companies? 

Mr. Wiuison. Of course, I was not talking about under-the-table 
agreements. I mean as best as you can tell from this chart, that indus- 
try would be highly competitive. 

Mr. Buarr. Just to take this 1 point of 20 units as a specific exam- 
ple—actually the measurement is based on all points from 1 to 50 
units—but just focusing our attention on this point of 20 units, the 
20 largest plants in this industry account for about 84 percent of the 
industry’s value of product. The 20 largest companies account for 
about 93 percent. In other words, a difference of about 10 percentage 
points. 

Mr. Keatina. There is nothing particularly significant in that 
chart at all. 

Mr. Buarr. No, sir. 

Mr. Keatine. Ten percent difference you might say was normal. 

Mr. Buarr. On the average at 20 units, yes, sir. 

Now we come to the next chart, which you will find on page 30. We 
find, Mr. Chairman, that the different relationships between the com- 
pany and the concentration curves form what appear to be five fairly 
distinct patterns of divergence. We have three high-divergence pat- 
terns and two low-divergence patterns. That is to say we have three 
patterns in which company concentration is substantially in excess of 
plant concentration. We have two patterns in which company con- 
centration is only slightly above plant concentration. 

The industries that are shown on this chart exe mplify each of the 
three high-divergence patterns. At the top of the chart is the com- 
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pressed and liquefied gas industry, which constitutes a striking ex- 
ample of the first high-divergence pattern. It is an industry of low- 
plant concentration and very high company concentration. In other 
words, the first pattern is one of maximum divergence. 

It will be seen that the 20 largest plants in this industry account 
for only about 20 percent of the industry’s value of product, whereas 
the 20 largest companies account for 94 percent. 

The CuHairnman. About how many companies are there containing 
how many plants? 

Mr. Buiair. That is a very important question, sir, one to which I 
am coming. 

You may ask, ‘‘ What type of economic structure in the industry does 
this pattern reflect?’”’ The low plant-concentration curve reflects 
fairly small plants. The compressed and liquefied gas industry is an 
industry of fairly small plants. The average value added by manu- 
facture per plant in this industry is $180,000, which is quite small in 
comparison with all census industries. Small plants were generally, 
though not always, associated with a low degree of plant concentration. 

The CHarrMan. Are there more companies and more plants? 

Mr. Buarr. I am coming to that now. The high company curve, in 
relation to the plant curve, is due principally to what in economic 
terms is referred to as extensive multiple-plant operations, that is, a 
small number of companies in relation to the number of plants. There 
are in this industry 371 plants, but there are only 69 companies. 
Hence, on the average, each company owns over five plants, with, of 
course, the largest companies owning more than that number and the 
smallest owning less, or typically, just one plant 

Consequently, it will be seen that as the result of a combination of 
small plants and extensive multiple-plant operations, we have, first, 
low plant concentration and, second extremely high company con- 
centration. 

Mr. Denton. Is that something new in the industry? 

Would it make this gas and transport it any distance? 

Mr. Buiarr. Questions of whether this is a desirable or undesirable 
state of affairs m the industry are matters with which this report is 
not concerned, as Chairman Mead has stated. All we are doing is 
pointing out that here is an industry in which there is an extraordinary 
difference between concentration on a company basis and concentra- 
tion on a plant basis. 

Mr. Wiison. Any number of things might cause that situation, 
cheapness of manufacture, franchises—various things. 

Mr. Buatr. Yes, sir. Now, the second high-divergence pattern is 
illustrated by the distilled liquor industry. It represents a second 
pattern. It differs from the first pattern only with respect to the 
size of plant and the consequent slope of the plant-concentration curve. 
The distilled liquor industry, unlike the compressed and liquefied 
gas industry, is an industry of very large plants. As I stated before, 
in the compressed and liquefied gas industry, the average plant in the 
industry has a value added by manufacturers of only $180,000. In 
distilled liquor the average plant has a value added of over $2,000,000, 
more than 10 times the average 

The CHarrmMan. Wait a minute. Does that include, since you 
have your measuring rod, the value of the product—does that inelude 
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Government taxes which is the major portion of the selling price of 
any liquor? 

Mr. Buatr. The question of whether or not Government taxes are 
included in the value of product figures of the Census Bureau is one 
with which I am not familiar. 

The CHArRMAN. So that probably covers the whisky in bond on 
which no taxes are paid. 

Mr. Buarr. I am just not familiar with that question. I can find 
the answer to it if you desire. 

Mr. Bryson. That probably would be the same with reference to 
tobacco. 

Mr. Buatr. Probably the same, whatever the answer is. 

The CHAIRMAN. You say the average productivity of a distillery 
in the United States is $2,000,000? 

Mr. Buatr. No, sir; that is not the average productivity; that is the 
average size of plant. There are a certain number of plants in the 
industry—altogether 226 plants. 

The CHarrMAN. And the average in sales of a plant is $2,000,000? 

Mr. Buiatr. No, sir; the value added by manufacture. Now, the 
value added by manufacture is technical, which perhaps I should have 
explained. 

The CHarrRMAN. I wanted to ask that question before 

Mr. Buatr. The term “value added by manufacture’”’ is in effect, 
the value or sales figure minus the cost of materials 

Mr. Keatina. Annual sales less the material cost. 

Mr. Buatr. Less the material cost; that is right. 

Now, the exact size of that figure is not of any particular concern 
here. What is important is that, as common observation would indi- 
cate, the average plant in the distilled liquor industry is a fairly sizable 
productive unit. Because it is sizable, the plant concentration curve 
is fairly high, at least it is much higher than in the compressed and 
liquefied gas industry. 

The CHarrMan. There are four large distillers, according to the 
information developed in these hearings. They are National Dis- 
tillers, Schenley Distillers, Seagram Distillers, and Hiram Walker. 

Mr. Buiarr. That is right, sir. j 

The CHarrMan. How many plants would you say they control? 

You have got four here. How many plants would they control? 
What percentage of the business do they control? Would that not be 
shown here? You have on page 30 two plants. Do you notice that? 

Mr. Buarr. In specific answer to your question, Mr. Chairman, on 
page 39 the report states, and I quote: 

These multiple-plant operations 
Namely, the operation of several plants by a single company— 


are centralized to a considerable extent within the industry’s 4 leading con- 
cerns which, in all, operate no less than 54 plants in this field. 
Consequently, each of the four largest companies operate on the aver- 
age, around 13 plants. 

The CuarrMan. I think it says on page 39 
While 75 percent of the industry’s value is produced by the four largest companies, 
it takes 23 plants to achieve this proportion. 


Mr. Buarr. Yes, sir. 
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The CuatrMan. That is distilled liquor. Do you include distilled 
liquor as food? 

Mr. Brarr. I am merely following the census clarification in that 
matter. I go out of my way to make that point abundantly clear in 
the presence of Congressman Bryson. [Laughter.| 

Mr. Bryson. I am glad the gentleman clarified that. 

You have no statistics regarding the number of unlicensed or boot- 
leg liquor manufacturers? 

“Mr. Buatr. No, sir, and ] myself would not like to be the census 
taker who tried to obtain figures on that subject, at least, in my home 
State of Mississippi. [Laughter.] 

The CHarrmMan. I want to get this clear. When you graph the 
number of plants making distilled liquor and the number of companies 
owning such plants, you do not include in any degree whatever in that 
second chart the fact that the distilleries are in the drug business, the 
penicillin business, the wine business, the beer business, or the barrel 
business, or anything like that? 

Mr. Denton. Do you count the corn after taking the starch out of 
it? 

Mr. Buair. That I do not know. 

Mr. Denton. Do you use that? 

The CuarrMan. Animal food. 

Mr. Buair. That is in a separate industry, sir. All these products, 
animal feeds, wooden barrels, and so on, are in separate industries. 
In other words, the figures on this chart do not include the operations 
of the big four liquor companies in industries other than distilled 
liquor. Jam not sure that the four largest, as indicated on this chart, 
are necessarily the four largest cited by the chairman, but the four 
largest liquor companies as reported by the census undoubtedly include 
some, or perhaps all, of the four largest as cited by the chairman. 

To get back to the chart—plant concentration in distilled liquor is 
considerably above plant concentration in compressed and liquefied 
gases. In this second pattern the 20 largest plants account for about 
70 percent of the industry’s value of product; whereas, in compressed 
and liquefied gases the 20 largest plants accounted for only about 20 
percent of the industry’s value of product. 

Therefore it can be seen that inasmuch as company concentration 
in distilled liquors is about as high as in compressed and liquefied gas, 
the divergence between company and plant concentration in distilled 
liquors is much less than in compressed and liquefied gases. 

The Cuarrman. In other words, a company making distilled liquors 
is likely to own more plants than a company making compressed and 
liquified gas. 

Mr. Buatrr. Just the opposite. 

The CuarrmMan. Oh, yes. 

Mr. Buatr. The average number of plants per company in com- 
pressed and liquefied gases is 5.38. The average number of plants 
per company in distilled liquors is 1.57, which, however, is still rela- 
tively high. An average ratio of 1 plants per company for an in- 
dustry as a whole represents rather extensive multiple plant opera- 
tions, when account is taken of the ratios prevailing in other manu- 
facturing industries. As a consequence, company concentration in 
distilled liquor is well above plant concentration. Thus although the 
20 largest plants account for about 70 percent of the value of product, 
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the 20 largest companies account for well over 90 percent, as I have 
indicated previously. 

Moving on to the third pattern, which is illustrated by the mixed 
fertilizer industry, the principal difference between this third pattern 
and the previous two patterns is to be found in the slope of the com- 
pany concentration curve. Here it will be noted that the company 
concentration curve is substantially below the level of the company 
curves in the previous two industries. Nonetheless, it is well above 
the level of plant concentration in mixed fertilizers. This widespread 
divergence is again due to a combination of these two factors—the 
size of plant and extent of multiple plant operations. 

Reflecting the small size of plants, the plant concentration curve is 
low. Reflecting the multiple plant operations, particularly on the 
part of the leading companies, the company concentration curve 
is substantially in excess of the plant curve. 

Whereas the 20 largest plants account for only about 18 percent of 
the industry’s value of product, the 20 largest companies account for 
nearly 48 percent of the value. 

In summary, there are the three high divergence patterns. First, 
there are the industries in which the plants are small, plant concen- 
tration is low, multiple plant operations are extensive, company 
concentration is high, and substantially above the level of plant 
concentration. Secondly, the industries in which plants are large, 
plant concentration is high, but is well exceeded by a considerably 
higher level of company concentration, again reflecting extensive 
multiple plant operations. Finally these are the industries in which 
company concentration is fairly low or moderate, but nonetheless well 
above the level of plant concentration which itself is quite low, 
reflecting the existence of small plants. 

Moving from the three high divergence patterns, we may turn now 
to the two low divergence patterns. They are illustrated on page 32 
of the report. The first low divergence pattern is exemplified by the 
sawmills and planing mills industry. In this field, the 20 largest 
plants account for about 10 percent of the value of product and the 20 
largest companies for about 11 percent. 

Mr. Kratina. That means in most cases in that industry one com- 
pany owns one plant. 

Mr. Buarr. Absolutely, sir. There are some 19,000 plants in the 
industry, a tremendous number, which, with relatively few exceptions, 
tend to be single-plant companies, one-company, one-plant type of 
industry. 

As a result of the very small average size of plant in the dustry, 
the plant concentration curve is quite low. The average value added 
per plant in the sawmill and planing industry is only $77,600, one of 
the lowest in all manufacturing industries. 

Mr. Denton. Do you take in traveling sawmills? 

Mr. Buatr. Yes, sir. The industry takes in all sawmills with a 
value of product of more than $5,000. It does not require many 
days’ work to turn out $5,000 with present-day prices. 

Mr. Wixtts. $5,000 for how long a period? 

Mr. Buarr. A year. 

Mr. Bryson. A good many farmers operate with much less. 

Mr. Buarr. Yes, sir. 


Mr. Micuener. These figures are for what year? 
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Mr. Buarr. 1947, sir. 

Mr. Micuener. There have been a lot of changes, haven’t there, 
since 1947? 

Mr. Buarr. That is right, sir, but I doubt whether this pattern has 
changed very much. I think that the industry is still one of many 
small plants with little centralized ownership or control, and with little 
difference existing between plant and company concentration. 

Mr. Bryson. That is because of the very nature of it 

Mr. Buarr. The very nature of the industry. 

Mr. Micuener. In what year was the last manufacturing census 
taken? 

Mr. Buarr. 1947 

Mr. Bryson. Did we not take one this past year? 

Mr. Buarr. No, sir. 

Now the second low divergence pattern represents almost the exact 
opposite combination of characteristics which produced low divergence 
in the sawmill industry. This pattern is illustrated by the aircraft 
engine industry. It is an industry of enormous plants. The average 
value added per plant is $4,406,200, as contrasted to the average value 
in sawmills of only $77,600. 

Mr. Bryson. You have typical examples of the two extremes 

Mr. Buarr. Yes, sir; these are two extremes of low divergence. 
Because of the very large size of plants in the industry, plant con- 
centration is extremely high. It will be seen that the 20 largest plants 
account for over 94 percent of the industry’s value of product. But 
because multiple-plant operations are almost nonexistent, the company 
concentration curve is only slightly above the plant curve. That is, 
to say, there are in the aircraft engine industry 57 plants and only 56 
companies. As a consequence the company concentration curve is 
practically on top of the plant curve. 

Perhaps at this point I should pause to answer any questions before 
presenting any further illustrations of these different patterns. 

Mr. Suears. In your definition of “company,” take for example the 
steel industry, United States Steel until recently and in 1947 was com- 
posed of four companies. 

Mr. Buatr. Yes, sir. 

Mr. Suears. Wholly owned by United States Steel. 

Mr. Buarr. Yes, sir. 

Mr. Suears. Would the change to one company which has occurred 
in the last few months change the chart as far as this company concen- 
tration is concerned, or would you still have four companies? 

Mr. Buarr. No, sir. As reported to the Census, United States 
Steel, I am quite positive, would be regarded in both periods as just 
one company. 

Mr. Suears. Despite the separate corporate entity? 

Mr. Buarr. Yes, despite the fact that they have subsidiaries, 
wholly owned subsidiaries. 

The Cuarrman. If there are to be any remedies—I do not know 
whether you wish to answer this question or not—there would have 
to be different remedies for different patterns. 

Mr. Buarr. Different patterns. That is perhaps the most important 
conclusion suggested by this report, namely, that suggestions or 
recommendations for legislation should take account of all of these 
different patterns, and of the types of public policies that are and are 
not applicable to each. 
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The CHarrMAN. Your statement points up a remedy that any 
committee like ours would have in facing this problem. 

Mr. Buair. I have attended sessions of your committee in which 
witnesses have stated or implied that the high degree of company 
concentration which exists in many industries today is due almost 
entirely to a high degree of plant concentration. In other words, that 
we have big companies only because we have big plants. That 
observation is true of certain industries. It appears to be true, for 
example, of the aircraft engine industry. But such witnesses may 
not have in mind the existence of other industries to which the ob- 
servation or recommendation would not be applicable, such as the 
industries of low company concentration or the industries in which 
there exists a wide difference between plant and company concen- 
tration. 

Similarly, witnésses have appeared who have urged dissolution as 
the general remedy while that recommendation may be applicable to 
certain types of industries, it is certainly not applicable to industries 
of low company concentration, nor to industries in which there is 
little difference between plant and company concentration. 

Consequently, if this report serves any purpose at all, it will have 
contributed its optimum usefulness if it provides a background 
against which recommendations for legislation can be appraised. 
Actually American industry presents the picture of an extremely 
complicated mixed economy. In my humble opinion no one type of 
public policy is applicable to all of the different patterns that exist 
in the economy. 

The CHatrMan. Doctor, turn to page 32. I do not know what 
chart that refers to. That is the second low-divergence pattern, 
aircraft engines. 

[ am interested as to what might be done to industries reflecting 
such a pattern of second low-divergence pattern. Could you possibly 
have divorce and divestiture as has been suggested in the case of air- 
craft engines in the second low-divergence pattern? 

Mr. Bruarr. Mr. Chairman, these figures, as I have indicated 
previously, do not include the activities of the aircraft engine manu- 
facturers in other industries. Therefore the question of divestiture 
of the aircraft engine companies’ stock in companies not within the 
aircraft engine industry is not involved. 

Now, as to dissolution, this is the type of industry which Chairman 
Mead described to simplify matters in terms of three large companies 
and three large plants. As he said, nobody has ever proposed break- 
ing up plants with a hatchet. In addition, suppose these industries, 
as he indicated, engage by devious means in restraint of trade, leaving 
behind no traces of evidence with which it would be possible to prove 
a violation of the antitrust laws as they now exist 

Consequently, since dissolution would be inapplicable, and since 
it may be impossible to prove a conspiracy in restraint of trade, the 
question then remains as to what is the appropriate type of public 
policy in such industries. If I may paraphrase Chairman Mead, 
that, gentlemen, is an extremely difficult problem and one for which 
we have no specific solution to offer at this time. 

The CuHarrMan. It is clear, is it not, Dr. Blair, that this study has 
nothing to do with what has been technically called vertical inte- 


rration? 
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Mr. Buarr. No, sir. 

The CHArRMAN. Forward-backward integration? 

Mr. Buatrr. That is right. In that respect, from the point of view 
of the over-all power, the company concentration figures tend to 
understate economic reality. 

Mr. SHears. So that you could divest, for example, a vertical 
integration and it would not be reflected in this study? 

Mr. Buatr. In some cases; yes, sir. 

Mr. Suears. Even in the aircraft engine industry? 

The CuarrmMan. That is not the purpose of this study. 

Mr. Buarr. As I said before, the purpose of this study is to present 
the facts as to the difference, the extent of the divergence between 
plant and company concentration. In examining those facts we found 
there were different patterns. It would seem that the different pat- 
terns call for different types of public policy. 

Inasmuch as your committee has given considerable attention to 
the steel industry, I would like to present the chart for the steel 
works and rolling mills industry. It represents an example or illus- 
tration of the second high divergence pattern. 

Mr. Wiiuis. On what page of the report is that shown? 

Mr. Buarir. Page 55. It will be noted from the upper left-hand 
grid of the chart on page 55, that plant concentration is fairly high. 
That is what would be expected in view of the fact that the industry 
is one of very large plants, as we all know. The average value added 
of plant is $10,584,600, the highest of any American industry. Con- 
sequently plant concentration is quite high. But as a result of exten- 
sive multiple-plant operations, the plant concentration curve is well 
exceeded by a considerably higher level of company concentration 
Thus, although the 20 largest plants account for about 27 percent of 
the value of product, the 20 largest companies account for over 81 
percent. ‘The average company in the industry operates two plants, 
and, of course, the larger companies operate many more than two 
plants, with the smaller companies being single-plant enterprises. 

If there are any other specific industries in which you gentlemen may 
be particularly interested, I will be glad to try to describe very 
briefly their characteristics. 

Mr. Wiuuts. Let me ask you this question. In the different charts 
it seems that the sawmill industry is the smallest you have chosen to 
illustrate, and the steel industry is the largest. It strikes me that 
there is quite a similarity in the two lines of the plant concentration 
and the company concentration. 

In other words, there seems to be a pattern of uniformity in the 
smallest plants and the very biggest plants, is that not true’ 

Mr. Buarr. I do not think that I follow you, Congressman Willis. 

Mr. Wiiu1s. Look at page 55, which is steel, and lumber on page 32 
It seems to me that the two lines, one re presenting plant concentration 
and the other company concentration, in both instances practically 
coincide and follow each other, whether up or down. 

Mr. Buatr. No, sir. In sawmills and planing mills, the plant 
concentration curve is quite low. On page 32 you will note that the 

20 largest plants in that industry account for only about 10 percent of 
the industry’s value of product. In other words, in the sawmill 
industry, plant concentration is low, as we would expect, owing to the 
existence in that industry of very small plants. 
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In the steel industry, however, concentration is much higher. 
There it will be seen that the 20 largest plants account for about 27 
percent of the industry’s value of products. Hence, plant concentra- 
tion in steel works and rolling mills is substantially higher than in 
sawmills. That, of course, would be expected because of the fact 
that 

Mr. Wiuuts. I was not directing my remarks at the total sales 
involved. I was addressing my remarks to the fact that it seems in 
the sawmill industry one little company owns about one mill. 

Mr. Buatr. That is right. 

Mr. Wits. Is that not true with steel? 

Mr. Buair. No, sir. 

Mr. Wits. Is it not in that direction? 

Mr. Buratr. No, sir. On the average the typical steel company 
owns two plants, not one. 

Mr. Wiiurs. Two plants? 

Mr. Buatr. One point ninety-four. 

Mr. Wiis. Two plants, and in lumber one plant. 

Mr. Buatr. One plant. 

Mr. Wiuuts. All right. Well, now is not that closer together than 
any other illustration? 

Mr. Brarr. No, sir. 

Mr. Wiis. Look at the first illustration, “Large divergence.’’ 
What page is that? 

The CHarrMan. Gentlemen I do not want to hurry the proceedings, 
but we want to be on the floor at 12 o’clock at the opening. Are 
there any more questions? 

Mr. Wituts. No. 

Mr. Briair. Just in conclusion I would like to say in answer to 
Congressman Willis that perhaps I have been remiss in not making 
it clear that anything above 1.2 plants per company for the average of 
the industry as a whole, represents fairly extensive multiple-plant 
operations. 

The CuarrMan. I gather from your report, which I might add is an 
excellent bit of original research, the following two important con- 
clusions. 

First, there are different patterns of economic organization in 
American industry to which different and varying public policies must 
be adopted by the Government. 

Second, there is one pattern of economic organization, namely the 
second divergence pattern on page 32, where, at least at first blush, 
there is apparently no present applicable law or remedy. 

Thank you very mucb, Dr. Blair, for your painstaking effort and 
for your very lucid explanation of rather intricate charts. 

(Whereupon, at 12:05 p. m., the committee adjourned.) 








INTRODUCTION 
INTERLOCKING DIRECTORATES 


In 1914 Congress overwhelmingly passed the Clayton Act as 
supplement to the Sherman Act designed to protect the consumer, 
restrict trusts, and preserve what was considered to be the American 
way of life from the encroachments of monopolistic business. In some 
ways this effort to control trusts has been a dubious or losing battle. 

One of the prohibitions written into the Clayton Act was against an 
individual serving as the director of one company while acting also as 
director of a competing company. ‘The theory was that a man cannot 
serve two masters. 

The Federal Trade Commission, appearing through its Chairman, 
James Mead, and its Chief Economist, Corwin Edwards, testified that 
the ban on interlocking directorates as written in section 8 of the 
Clayton Act has loopholes in it which prevent adequate enforcement 
and that the bill cannot be enforced as a practical matter until it is 
rewritten. ‘The Commission is preparing a draft of a suggested 
revision in the law for consideration by the Subcommittee on Study 
of Monopoly Power. 

Supporting the testimony, a 500-page report was filed with the sub- 
committee tracing the intricate interconnection of many of the 
dominant companies of America’s 1,000 biggest manufacturing corpo- 
rations for the year 1946 as well as the interlocking directorates be- 
tween these industrial giants and a selected list of banks, investment 
trusts, insurance companies, railroads, public utilities, and distributive 
enterprises. 

Industrialists have tried, for the most part unsuccessfully, to make 
a case for bigness promoting efficiency and to demonstrate certain 
economic advantages in interlocking directorates. It is a matter of 
common knowledge also that there is some degree of competition 
among many companies having one or more directors in common. 
However, such relationships are bound to raise questions. This 
system, for example, may produce a community of interest against 
outsiders, a tendency to prevent companies engaged in parallel pro- 
duction from invading each other’s field, and may lead to secret 
agreements between the dominant producers which tend to eliminate 
competition in those industries. This could eventually result in 
destroying the free competitive enterprise system, so vital to the 
American way of life. 

EMANUEL CELLER, Chairma? 
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House or REPRESENTATIVES, 
SpeciAL SUBCOMMITTEE ON THE Stupy OF MONOPOLY 
PoWER OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The special subcommittee met, pursuant to notice, at 10:10 a. m., 
in room 346, Old House Office Building, Hon. Emanuel Celler (chair- 
man) presiding. 

Present: Representatives Celler, Bryson, Wilson, Willis, Rodino, 
Reed, McCulloch, Goodwin, and Hillings. 

Also present: Curtis Shears, counsel to the subcommittee. 

The CuarrMan. The meeting will come to order. 

The committee is in receipt of the report of the Federal Trade 
Commission on interlocking directorates, and the distinguished Chair- 
man of the Federal Trade Commission, which Commission painstak- 
ingly prepared this report that is before us this morning, has requested 
permission to explain to the members of the committee somewhat in 
detail the aforesaid report on interlocking directorates. 

There is with the distinguished Chairman a very eminent economist 
attached to the Federal Trade Commission, Dr. Corwin Edwards; and, 
Dr. Edwards, I understand that you desire to give an explanation of 
this report directly after the Commissioner concludes his statement? 

Mr. Epwarps. That is correct, sir. 

The CHAIRMAN. Chairman Mead, and our former distinguished 
Senator from the State of New York, we will be very glad to hear you 
now. 


STATEMENT OF HON. JAMES M. MEAD, CHAIRMAN, FEDERAL 
TRADE COMMISSION, ACCOMPANIED BY CORWIN D. EDWARDS, 
DIRECTOR, BUREAU OF INDUSTRIAL ECONOMICS 


Mr. Mean. Mr. Chairman and members of the committee, I appre- 
ciate this opportunity to make this opening statement in connection 
with our report on the subject of interlocking directorates. I feel 
that you will find it very interesting, and I hope that it will result in 
the consideration of the problem which the Commission has had to 
deal with ever since the Congress enacted the original legislation con- 
cerning interlocking directorates. 

Mr. Chairman, for a number of years the Commission has been 
endeavoring through its economic reports to help the Congress and the 
public discover the extent of the concentration of economic power, the 
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means by which concentration is achieved, and the results that are to 
be expected therefrom. In 1948 the Commission submitted a report 
on the merger movement which showed that in 8 years about 5% per- 
cent of the assets of all American manufacturing corporations had been 
absorbed through mergers and that many of these mergers had been 
of a kind tending to reduce competition. Partly on the basis of this 
report your committee sponsored a bill to amend section 7 of the 
Clayton Act, which became law last December. In 1949 the Commis- 
sion made a report showing the concentration of control over produc- 
tive facilities which prevailed in 26 manufacturing industries in 1947. 

The CHarrman. Will you permit an interruption? With reference 
to the bill which was reported out of this committee and which was 
passed by the House and Senate, and signed by the President, amend- 
ing section 7, has the Federal Trade Commission been enabled to im- 
plement investigations of mergers pursuant to that act? 

Mr. Mean. In that connection, Mr. Chairman, we have been in 
conference with the Bureau of the Budget, and a few days ago I re- 
ceived a report of considerable progress in that the Bureau was of the 
opinion that certain funds should be set aside for us for the next fiscal 
vear, and a proportional part of that sum on a quarterly basis set aside 
for us for the remainder of this fiscal year. 

The money is not really available vet, but the Commission is taking 
cognizance of the mergers that have taken place, and we are prepared 
to go into it just as quickly as we have staff available, which will take 
place as soon as the money is available. 

I might say that recently we have been requested by one of the 
defense agencies to make a survey report of one of the important 
metals used in the defense effort, which required about 50 of our 
attorneys. They had to be taken away from regular assignments, 
which leaves us short of personnel. 

We are now attempting to recruit personnel so that we will be able 
to take up this merger problem just as soon as the money for the per- 
sonnel is available, and I think that will be available very shortly. 

Mr. McCuttocn. Mr. Chairman, how many people are employed 
by vour Commission? 

Mr. Mean. A little over 600, and we have offices in New York, 
Chicago, Seattle, San Francisco, and New Orleans 

Mr. McCuttocu. How does that number compare with the num- 
ber that were employed in 1945? 

Mr. Meap. Well, I think, if anything, our number is less today 
than it has been in some of the years of the past, considerably less in 
some divisions. However, our workload is considerably larger, be- 
cause in 1914 we had the Federal Trade Commission Act and the 
Clayton Act, and in the intervening vears about six other acts have 
been enacted which require considerable personnel on the part of the 
Federal Trade Commission, so that our number has not increased at 
all proportionately with the workload that has been assigned to us 
by the Congress. 

Mr. McCuttocu. How many hours constitute a workday in your 
Commission, Mr. Chairman? 

Mr. Mean. Well, 8 hours; the regular 40-hour week prevails, but 
our Saturday and Sunday register was astonishing to me. A great 
many of our people work holidays, Saturdays, and Sundays without 
remuneration because of the heavy workload of the cases, so we have 
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quite a number of employees who work 50 and 60 hours a week; em- 
ployees on an annual salary basis who work a great deal of overtime 
without compensation. 

Mr. McCuttocn. Do you think the maximum use is being made 
of the personnel in your Commission, then, at this time? 

Mr. Meap. I think, yes, the personnel is in some instances really 
strained to the breaking point. 

Mr. McCuttocu. I am very glad to hear that because that is not 
my opinion about all departments of the Federal Government. 

‘Mr. Meap. We had to take one man off the road just a few days 
ago because of a nervous breakdown from the drive that he has been 
following. 

Mr. Hituines. Is your Commission doing any work directly con- 
nected with the national defense effort? 

Mr. Meap. Oh, ves; we are making now a survey for the National 
Production Administration that requires personnel of about 50 attor- 
neys. We have made an investigation for a Senate committee directly 
involved in the defense effort and I think that we have several other 
similar matters for Senate committees that we are working on now. 
We also have an economic investigation in progress for the Office of 
Price Stabilization. 

Mr. HixurnGs. It is pretty much the basic function of your Com- 
mission then, Mr. Chairman, to make these investigations on behalf 
of other agencies of the Government? 

Mr. Meap. Oh, yes. In World War I and again in World War II 
we made actually hundreds of them and that is why we have to have 
some additional funds in order to do this work in connection with 
section 7, commonly referred to as the Merger Act. 

Mr. Bryson. I imagine, Mr. Chairman, a good many of your 
people are outside of the United States sometimes, particularly over 
there in England now, where they are considering revision of the 
tariff rates? 

Mr. Merap. Well, our people as a rule do not leave the country 
unless it is on a particular investigation, and I doubt very much 
whether we have ever had many of those. 

For instance, there was talk of a reference of the coffee investiga- 
tion to the Commission, which would necessitate going to South 
America, but that did not develop. 

As a rule, our investigators and our cases are being heard con- 
stantly all over the continental United States. 

We develop a case against some company, some respondent, and 
it is necessary for us to hold hearings in the different cities where the 
witnesses are available, and so we have these field offices with the 
investigators located in them to carry out the workload, and then we 
have trial examiners and trial attorneys who hold the cases throughout 
the continental United States 

There is a requirement the at we do not exact too much of a travel 
burden from the witnesses, and so we usually hold our cases around 
the United States to accommodate the respondent, the witnesses, and 
others interested in the case. But for the most part we confine our 
work to the United States. 

Now, Mr. Chairman, in 1950—I was just relating a few of the 
reports that we developed at the Federal Trade Commission—and 
in 1950 the Commission published a report showing the extent to 
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which the concentration of production in large companies was due 
to the use of large plants, mass production plants, for instance, and 
the extent to which it was due to other factors. 

Your committee held hearings on both of the above reports, and 
thus brought them to the attention of the Congress and the public 
and made their significance much clearer. 

Now, the report on interlocking directorates is a study of the way 
in which the largest manufacturing corporations are bound together 
through the presence of the same persons on their various boards of 
directors. Thus it presents some of the information that is needed to 
determine whether these companies may be expected to compete with 
‘ach other or to act together in ways capable of reducing competition. 
It also provides some of the information that is needed to determine 
whether or not section 8 of the Clayton Act, through which the Con- 
gress sought to prevent interlocking directorates that injure competi- 
tion, is fulfilling its intended purpose. 

The Clayton Act and the Federal Trade Commission Act were 
developed on a bipartisan basis after the platforms of both the Demo- 
cratic and Republican Parties in 1912 had emphasized the importance 
of strengthening the antitrust laws. The provision about interlocking 
directorates was included in the Clayton Act in response to a specific 
request in President Wilson’s message to Congress in 1914. He asked 
for a law, and I quote from his message 
which will effectively prohibit and prevent such interlockings of the personnel of 
the directorates of great corporations—banks and railroads, industrial, commer- 
cial, and public service bodies—as in effect result in making those who borrow and 
those who lend practically one and the same, those who sell and those who buy 
but the same persons trading with one another under different names and in differ- 
ent combinations and those who affect to compete in fact partners and masters of 
some whole field of business. 

That is the end of the President’s message. 

The committee report on the Clayton Act emphasized the same 
point, saying: 

The truth is that the only real service the director in a great number of corpora- 
tions renders is in maintaining uniform policies throughout the entire system for 
which he acts, which usually results to the advantage of the greater corporations 
and to the disadvantage of the smaller corporations which he dominates by reason 
of his prestige as a director and to the detriment of the public generally. 

That is the end of the committee’s quotation. 

In the debates on the bill the sponsors of the provisions about inter- 
locking directorates emphasized the fundamental principle that no 
man can serve two masters. 

The Clayton Act contains three different types of prohibitions ap- 
plicable to interlocking directorates. One of these in section 10 of 
the act applies to common carriers. Another in section 8 of the act 
applies to banks, and a third, also in section 8, applies generally to 
other types of corporations, although by later legislation air carriers 
and communications companies have been made subject to special 
statutes. The provision about common carriers is designed primarily 
to prevent these concerns from being interlocked with enterprises 
which deal in their securities or furnish them with supplies. It pro- 
vides that if the board of directors of a common carrier includes any 
person who is at the same time a director or manager or purchasing 
or selling officer of an enterprise that has such dealings with the carrier 
or if |jany such person is the carrier’s president or manager, or purchas- 
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ing or selling officer, all the carrier’s transactions with that enterprise 
must be by competitive bidding followed by an award to the lowest 
bidder under regulations prescribed by the Interstate Commerce 
Commission. 

This effort to assure arm’s-length dealing and competition among 
those who deal with a carrier has been supplemented in the Interstate 
Commerce Act by a provision that no person may be an officer or 
director of more than one carrier unless his dual role is authorized by 
the Interstate Commerce Commission after a finding that neither 
public nor private interests will be adversely affected. Thus the 
present law applicable to common carriers contains broad precautions 
against interlocking relations either on a horizontal basis among the 
carriers themselves or on a vertical basis between the carriers and those 
with whom they deal. It seeks to prevent those linkages not only 
where they consist of having directors in common but also where they 
are brought about through the officers of the various enterprises. 

The rule applied to banks in the Clayton Act prohibits interlocking 
directors, officers, or employees unless the Board of Governors of the 
Federal Reserve System explicitly permits a particular type of inter- 
lock by regulation. This rule is subject to certain exceptions, the most 
important of which exempt banks which are engaged in different 
classes of business and operate in noncontiguous territory. This rule 
is generally designed to prevent interlocks ‘between banking corpora- 
tions that are or may be in competition with each other. It does not, 
however, attempt to prevent interlocks between banks and their 
customers. Like the rule about common carriers, it applies not only 
to directors—and this is important—but to officials as well; and I might 
point out that in both instances there is authority granted to the 
Federal agency in direct charge of the activity, whether it be the 
activity of common carriers or the activity of banks, to pass on these 
matters. A similar authority is not included in our law. 

The rule generally applicable to industrial and commercial com- 
panies is much more limited than those which govern common carriers 
and banks. It prohibits the holding of directorships in two or more 
corporations if any of the corporations has capital, surplus, and 
undivided profits aggregating more than a million dollars, and if the 
corporations had been competitors so that elimination of competition 
between them by agreement would violate the antitrust laws. Unlike 
the law applicable to banks and common carriers, this provision ex- 
empts all noncorporate business and the smaller corporations. It is 
limited strictly to the maintenance of competition between competing 
corporations and does not touch the vertical relationship between a 
corporation and its suppliers and its customers. Moreover, the rule 
applies only to interlocking directors and has no bearing upon inter- 
locks that may be ac« -omplished through officials other than directors. 

The Commission’s report has not attempted to ascertain the situ- 
ation as to interlocking relationships among banks or among common 
carriers. It is limited strictly to the interlocking relationships among 
the larger manufacturing corporations and between these corporations 
and a selected sample of other large corporations. However, it has 
taken account of the principles that had been applied by the Congress 
to interlocks by banks and by common carriers for the sake of ascer- 
— whether or not similar problems may arise in the manufacturing 
field. 
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On the basis of the facts disclosed, the Commission has concluded 
that section 8 of the Clayton Act does not adequately cope with the 
competition-reducing effects of interlocking directorates in ordinary 
manufacture and commerce. 

The principal weaknesses of the present law are these: 

First, it can be so easily evaded as to be scarcely worth enforcing. 
The law is violated if a director of one large concern is also a director 
of its large competitor. However, there 1s no violation of the law if 
one concern’s president is director of the oth r, or if the president of 
one company is sales manager of the other. The result is that when 
an interlocking directorate is questioned, a mere change of form 
without change of substance is sufficient to bring about technical 
compliance with the law. For example, and this is a good example, 
several years ago the board of directors of General Steel Castings 
contained the president and two vice presidents of American Steel 
Foundries, all of whom were also directors of the latter company and 
also contained the chairman of the board and the president of Baldwin 
Locomotive, both of whom were also directors of that company. 
When the Department of Justice questioned these interlocking direc- 
torates, the directors from American Steel Foundries and Baldwin 
withdrew from the General Steel Castings board. ‘There is the catch. 
Their place was taken by two vice presidents and the comptroller of 
American Steel Foundries, and by two vice presidents of Baldwin 
Locomotive, but since none of these officials was a director in any of 
the companies but General Steel Castings, the new arrangement 
satisfied the requirements of section 8 of the Clayton Act. There is 
no reason to believe that the closeness of the executive and policy- 
making ties between the three companies was in any way reduced by 
the changes. 

Second, the present law is applicable only to direct interlocks as 
distinguished from indirect interlocks. The direct interlock is by far 
the most common type of interlocking relationship among competitors. 
Such an indirect relationship is established when two or more competi- 
tors have directors who sit jointly on the board of directors of a third 
company. For example, Standard Oil Co. of Indiana, Standard Oil 
Co. of California, Gulf Oil Corp., and Continental Oil Co., all had 
directors on the board of the Chase National Bank. Similarly, the 
Texas Co., Shell Union Oil Co. and Tidewater Associated Oil Co., all 
had directors on the board of Central Hanover Bank & Trust Co. 
of Chicago, and Standard Oil Co. of Indiana and the Texas Co., each 
was represented on the board of Continental Lllinois National 
Bank & Trust Co. of Chicago. The significance of such indirect 
interlocking relationships differs from case to case. It tends to 
increase when more competitors are represented on the same board, 
it tends to increase when each competitor has more than one repre- 
sentative on the same board, and again when the same competitors 
are represented together on the boards of more than one company. 

The CuatrrmMan. We have had more emphatic cases than that. You 
cite cases where these various oil companies each have a director in a 
common bank, but what do you think of a case in which was developed 
during our hearings that there were various competing steel companies 
which had members of the board of a company called the Cleveland 
Cliffs Corp., an ore company, that sells its ore to these various steel 
companies, and the various directors of the competing steel companies 
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who buy from Cleveland Cliffs, on whose board these dire ctors are, 
also have stock ownership in the Cleveland Cliffs Corp.? There you 
have a pretty well-knit together third or outside agency which for al 
intents and purposes gives glorious opportunity to the directors of the 
competing steel companies to get tovether In Various Wavs: and those 
are the types of the various ways that are supposed to be proscribed by 
section 8 of the (¢ "Lay ton Act 


Mr. Merap. Yes 


Nii Chairman, in our report on nterloc king directorates o 10 
125 we have a chart of the interlocks of Cleveland \Iellon,. and P: ples 
First National-Hillman [ron and Ss Lec Cos.., dated 1946 and it LOOKS 
like a Wesaw puzzle At an rate we have a series oO! cbarts her which 


will be used to illustrate some very interesting interlocks that I think 


will bring out more clearly the subject of the statement which I am 


now Making 

Mr. Hituines. Mr. Chairman, are you throu 

The CHarrMANn. Yes. 

Mr. Hittincs. Does your report contain any comments or any 
investigation of examples of this indirect interlocking in Government 
and business? I am referring to the example we have just had in the 
investigation by the Senate committee on the RFC, where a Govern- 
ment emplovee found himself in a very important and influential 
position in a company that would directly benefit, and it did directly 
benefit that company, by virtue of aid from that particular Govern- 
ment agency 

Does your report contain any such investigation of any such indirect 


) 


ron with vour question 


interlocking in the Government: 

Mr. Meap. No. Under the laws which have been enacted that con- 
fer authority on us I find no provision which would permit us to go 
into another Government agency and make an investigation. That 
seems to be a prerogative which the House and Senate committees 
dealing with those agencies have for their activit 

We have no authority for a matter of that kind 

Mr. Hituincs. Would vou not say that it is just as bad and just as 
much an abuse, and possibly even more so, where indirect inerlocking 
could eXISt between Governmer! I agencies and b ISINeSS Aas betweet 2 
group of other businesses which you have cited here? 

Mr Meap. Well, interlocking of any kind that results in evil 
consequences, of course, is not to be tolerated, but Ll know very little 
about the investigation that is now 1n progiess because we are ste pec 
in investigations that are either required of defense agencies or o 
congressional committees, and I would not be an authority on the 
investigation of the RFC or any other investigation by any of the 
departments 

I read the headlines in the paper of course. 

Mr. Hitiines. It would seem to me that any report on interlock- 
ing, such as the report you are submitting, would be incomplete unless 
it also brought out the interlocking such as apparently existed in the 
recent case of the RFC. I am just wondering, is there any reason 
why, you say you do not have that authority—is there any reason 
why your report should be confined just to examples in business and 
not be exposing such similar situations existing in government? 

The CuHatrMan. Commissioner, can you put the Government on the 
same basis or on a par with a business entity? 


; 


| do not see how you 
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can make the comparison. There might well be another investigation 
as to whether or not the Government should put its agents in a posi- 
tion with respect to directorships, but I do not think that has anything 
to do with or should have anything to do with this immediate study, 
I will say to the gentleman from California. 

I think the gentleman from California is probably right in making 
inquiry as to the indication of how reprehensible some of these acts 
may be. I hold no brief for anything of that nature, but I do not 
think it is comparable to a case of this sort. 

Mr. Hiiurnas. Mr. Chairman, I was trying to determine and define 
where the particular investigation of the Federal Trade Commission 
would be directed. Apparently the chairman’s comment on the ques- 
tion brings out that his investigation is primarily concerned with 
business, and apparently he has no authority to investigate similar 
interlockings in government. 

The CuarrMan. | do not think section 8 would cover any govern- 
mental inquiry under the Clayton Act. 

Mr. Meap. Under the limitations of the Clayton Act which governs 
the Federal Trade Commission in this activity, we have no such 
authority, and [ am very much afraid that the budget and the Ap- 
propriations Committee would not look with favor upon our request- 
ing authority to make investigations of other agencies of the Govern- 
ment. It is a question that has never been aired that I know of. I 
do not know of any investigation that has been authorized by the 
Congress on the part of the Federal Trade Commission to make an 
investigation of the activities of any other agency of the Government. 

Mr. Hiuirnas. I see. In view of that, I would just like to make this 
final comment: It does seem to me that regardless of the fact that 
there is, of course, a very distinct difference between business and 
government, in discussing problems that deal with business compe- 
tition, any full report on this question of interlocking should contain 
a separate report which would discuss the same problem as it could 
relate to government and business through particularly agencies of 
the Government that would be directly benefiting certain businesses, 

Mr. Meap. Well, as I understand it, the committee, in the Senate, 
is making an investigation of that subject and, as I said before, we 
have no authority to enter that field. 

But, referring again to these indirect interlocks, Mr. Chairman and 
members of the committee, their significance tends to increase when 
the company on whose Board various competitors are represented has 
a business interest in the terms of the competition between the 
represented companies. When several competitors are represented 
on the Board of a bank which finances them all, or of a large buyer of 
their products, or of a large supplier of their raw materials, there is a 
strong probability that the indirect relationship will impair compe- 
tition. Indeed, it is hard to see how the directors from the various 
competing companies could perform their duties as directors except by 
working together to keep the competition of their companies within 
limits that would not adversely affect any of the companies involved. 
Decision of major policies of purchase and sale by the directors of the 
company in whose board the interlock takes place can scarcely fail to 
produce a working understanding as to the respective shares of that 
company’s business to be enjoyed by the competing customers or 
suppliers from which the directors come. 
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A third weakness, Mr. Chairman, is that the present law makes no 
attempt to prevent injuries to competition that may be produced 
through interlocking relationships between suppliers and customers. 
Interlocking directorates which connect a supplier with his customer 
arecommon. ‘Their typical purpose appears to be to create a two-way 
preferential relationship which gives the customer assurance of supplies 
on favorable terms and gives the supplier assurance of an outlet for 
his products. In other words, such an interlock has a purpose similar 
to that of vertical integration. Like vertical integration, it may be 
sometimes harmless and sometimes seriously harmful. So long as 
neither the supplier nor the customers has an important part of the 
total market, it is probable that the vertical relation between them 
will not jeopardize the opportunity for other concerns to sell or obtain 
goods. However, if the supplier is an important concern the loss of 
equal access to his products may be harmful to competition among the 
customers, and if the customer is an important concern the loss of the 
sales outlets which he controls may be harmful to competition among 
the suppliers. If a large supplier and a large customer work out a 
preferential trading relationship, there is a strong likelihood that 
other large suppliers and large customers will find it expedient to do 
the same thing in self-protection; and when such dancing-partner 
arrangements become general the effect is not only to give each of the 
dancing partners a good deal of relief from competitive pressure but 
also to make it difficult for small companies that have not been able to 
find dancing partners to have any share in the party. 

Mr. McCuuuocn. Mr. Chairman, is it a fact that certain prefer- 
ential trading relationships which might be accomplished within the 
last part of the paragraph which you have just read are not illegal 
under law? 

Mr. Meap. No. So far as I know, our interpretation of the law 
applies only to direct interlocks, direct interlocks between competing 
companies and between competing large companies, you see. 

For instance, a direct interlock would be an interlock between 
Bethlehem Steel and United States Steel, but it would not be an 
interlock between a limestone company, which may furnish supplies 
to both companies, and a fabricating company, which might buy the 
products of both companies. 

Mr. McCutuock. Yes; I understand that. But what I wish to 
know is this: Do we have any laws on the statute books now which 
prohibit preferential trading relationships which you have just men- 
tioned? 

Mr. Meap. Well, not unless they become involved in a price dis- 
crimination, we will say, violation of the Robinson-Patman Act. If 
they become involved in a violation of the Robinson-Patman Act in 
price discrimination, it is possible that the Antitrust Division of the 
Department of Justice or, perhaps, the Federal Trade Commission, 
might develop this subject that you point out, and establish the fact 
that there is a price discrimination. 

Mr. McCutiocnu. Yes. So then this last paragraph would, of 
necessity, except a preferential trading relationship which went to 
price discrimination 

Mr. Mean. Yes. 

Mr. McCuttocu (continuing). Or price concessions. 

Mr. Mean. That is right. 
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The CuartrMan. It might be part of some of the links in the chain 
of a conspiracy, something like that. Otherwise it seems to be legal. 

Mr. McCutiocn. Mr. Chairman, again I do not want to belabor 
the point, but a preferential trading relationship which makes price 
concessions, in my opinion, is illegal under existing law, is it not? 

The CuatrMan. That is the Robinson-Patman Act. 

Mr. Mrap. Under’the Robinson-Patman Act. 

Mr. McCuttocu. So the preferential trading relationship to which 
you refer in this paragraph is the matter of supply and things like 
that, and it does not go to the question of selling price. 

Mr. Mrap. No; it does not go into that price, and there can be a 
difference in the selling price between two companies selling the same 
item, or the same coods if there is a justification of the reduced price 
in one case. For instance 

Mr. McCunuocnu. Yes; in accordance with the late decision of the 
court in the Standard Oil case in California, as I recall. 

Mr. Mean. Yes; and if they are closer to the market, and they can 
justify a saving by transportation or other means 

Mr. McCuttocu. Yes; I understand that latest decision. 

Mr. Mrap. Yes. 

Vertical interlocks are particularly serious when one of the inter- 
locked companies is a public utility that has a duty to serve all 
customers without discrimination. The establishment of preferential 
relationships with such a utility defeats one of the basic purposes of 
public utility regulation. 

The CHarrMan. Was not the remedy intended by the so-called 
commodities clause? 

Mr. Meap. Well, I doubt very much whetber it covered every case. 
[ think that it had general application. 

At any rate, the interlocking directorate report shows the prevalence 
of indirect interlocks between competitors and of interlocks both 
direct and indirect between suppliers and customers. On the basis 
of this report I am convinced that section 8 of the Clayton Act as 
now written would cover only a small part of the problem of inter- 
locking directorates even if it were effective in preventing direct 
interlocks between competitors. 

Section 8 should be amended to take care of the inadequacies which 
have come to light. The amendment should tighten the law against 
evasion so that where a directorate may not be held by the director 
of another company it may also not be held by an officer, employee, 
agent or substantial stockholder of that other company. 

If there are two directors now effecting a direct interlock between 
two competing companies, one of them can yield his place to the 
president of the company of which he is a director, and the same 
situation prevails with the law and the terms of the law being met. 

The amendment should broaden the law to cover the kinds of 
indirect interlocks between competitors in which a substantial lessen- 
ing of competition is reasonably probable. 

The CuarrmMan. What do you mean by “reasonably probable?” 

Mr. Mrap. The amendment should broaden the law to cover the 
kinds of indirect interlocks between competitors in which a sub- 
stantial lessening of competition is reasonably probable. 

The CuarrMan. In other words, if you use terms similar to “reason- 
ably probable” that means there has to be some agency to determine 
the fact of whether there is reasonable probability. 
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Mr. Meap. That could very well be the Federal Trade Commission. 

The CuarrMan. I assume from that that the Federal Trade Com- 
mission would have to be the arbiter of that question. 

Mr. Mean. Yes, and I might point out that in the enactment of 
legislation, the congressional committees gave authority of that 
character to the Interstate Commerce Commission in the question of 
common carriers, and to the Federal Reserve Board in the matter of 
banks. 

There is, I would say, a boundary line which a specific, well-worded, 
definite provision of law might not cover. There is, therefore, room 
for consideration and discussion of a matter before drastic steps are 
taken. 

Mr. Wiison. Now, Senator, that goes back to the old question of 
possessing the power to do evil, whether it is used or not, and that 
relieves the Government agency of the necessity of proving any 
overt act at all; that so long as they have the power to commit an 
evil or a wrong, that relieves the Government agency of the necessity 
of proving any overt act at all, does it not? 

Mr. Meap. Reasonably so, but not necessarily. It depends upon 
the particular case. 

Mr. Wiison. That is about the situation that we have got in the 
antitrust law Supreme Court decisions now, is it not? 

Mr. Meap. I would say that is an approximate determination. 

Mr. Wixson. It is not your contention that all of these interlocking 
directorates, even among competitors, is evil, is it? 

Mr. Mean. I might say that section 7, as it has been written, 
rests upon the question of reasonable probability. 

Mr. WILSON. In other words, you think that every corporation 
which is competing with another, which has interlocking directorates, 
are engaged in some nefarious acts in violation of the law? 

Mr. Meap. No, we do not think that at all. 

Mr. Witson. Well, you just said that you thought they were all 
evil, and that is what | took that from. 

Mr. Mean. Primarily for the purpose of carrying out the law. 
The law has been written, it is the guideposts for the Commission, 
and we are bringing to the attention of the committee that the law, 
as written, and as the committee intended, does not prohibit inter- 
locking directorates, because the evil is still present, as we have cited 
in our report, when a director who is directly associated with a direct 
interlocking directorate can change his title from a director to the 
president, or if he changes places with the president, the same situa- 
tion prevails, the same interlock is there that Congress intended 
should not be there; and we are merely reporting to the Congress 
that the evasion of the law by this subterfuge is such as to render the 
enforcement of the law almost impossible. 

Mr. Witson. Well, of course, that only applies in those cases 
where they do that 

Mr. Mean. That is right. 

Mr. Wiison (continuing). What you are talking about. 

Mr. Merap. That is right. 

Mr. Wiison. That does not apply to the thousands of cases where 
they do not do that. 

Mr. Mean. It does not. 

; Mr. Wixson. You want the law to apply to them with equal 
orce? 
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Mr. Mean. Yes. 

The CHarrMan. Does not the law today envisage the fact that 
you may have two directors, each one a director of a competing 
company, and they cannnot be on a third board, another board, 
rather on a board of the competing company, I should say. It may 
be perfectly true that before we passed this law that all those various 
companies involved would be doing something which would have 
been perfectly moral and just and righteous, yet Congress came along 
and said that power was there to do something which would be un- 
righteous, something which might be unmoral and, therefore, Con- 
gress said specifically that there has to be a severance, and they 
could not be on the boards of a competing company. 

Mr. Meap. That is correct. 

The CHArRMAN. So, in the same way, the power may reside in the 
present situation for a great deal of evil, and Congress comes along 
and says, ‘Well, whether those men will do good or whether they will 
do evil, we want to prescribe it.”’ I do not see the difference at all. 

Mr. Mean. In the case of the banks, in the case of the common 
carriers, the Congress not only gave the authority to the Federal 
Reserve Board and to the Interstate Commerce Commission, but gave 
them the responsibility to see to it that no matter whether there was 
any evil perpetrated or about to be perpetrated, it gave them the 
responsibility not to permit it. 

Mr. Witson. I understand, but banks, public utilities, and common 
carriers occupy an entirely different status from the ordinary private 
corporation, do they not? 

Mr. Meap. Well, when it comes to the suppression of competition, 
I think that our large corporations are just as capable of suppressing 
competition by way of the interlock of directors as are the banks or 
the railroads or any other corporation. 

Mr. Wiuson. I do not think there is any question, Senator, that 
they are just as capable of doing it, but I say we have always consid- 
ered, and the law has always recognized, that there is a difference 
between a public utility—-we have come to recognize that, and the law 
recognizes it, a bank, which is a public institution more or less, although 
many of them are operated by—most of them, all of them, except the 
Federal Reserve banks—utilities and public carriers are strictly regu- 
lated, and have been for years—and are different from any other 
private corporation—have we not recognized that? 

Mr. Mean. There is a difference in the regulation, yes. 

The CHarrMan. May I say there is certainly a difference, and I 
think the gentleman from Texas is sound in his observations. The 
Congress must recognize those differences, but do you not think that 
when you have these great concentrations of economic power develop- 
ing, when you have a corporation, for example, like General Motors 
Corp. doing a business of seven and a half billion dollars a year, as 
was reflected in their recent report, and making a profit of $834,000,000 
in 1 year, that that corporation is tinged with a greater public interest 
than the ordinary entity, and would you not say that in those kinds 
of cases of huge corporations, huge concentrations of power, the dif- 
ference in our viewpoint between public utilities and ordinary com- 
mercial entities is gradually narrowing; and must not the Congress, at 
least, become alerted to the huge and tremendous power residing in 
those great concentrations of economic power? We may have to get 
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a different concept. I do not know; I am sort of arguing out loud, as 
it were. My mind is not fixed on this matter. 

Mr. Meap. I recall, Mr. Chairman and members of the committee, 
at the outset of World War II, when the Truman committee was set 
up, of which I was a member, we found great difficulty in providing 
for the security of our country because of large concentrations, eco- 
nomic concentrations, in one or a few companies, and it was necessary 
for us, if we were going to meet the necessities of the time, to attempt 
to develop a competition, a series of companies, that would be able to 
take over the contracts, and minimize the backlogs. 

I think, as you say, if, for instance, a steel company that was 
originally manufacturing steel, goes backward and accumulates own- 
ership or control of the ores, the limestone, the coking facilities, and 
all the raw materials, and then goes forward and adopts or has an 
ownership, possesses an ownership or a control of the fabricating 
company, the bridge-building company, the steamship-building com- 
pany, that there becomes a greater public interest for the reason that 
there are many companies on the side lines that, in times of scarcity, 
cannot get the raw materials if the raw materials are controlled by a 
few companies, because they generally supply their own needs first. 

Then, there are many independent companies that have difficulty 
in getting the materials to meet their needs, and they cannot bid and 
compete because of the scarcity. 

For instance, only yesterday a small steel company communicated 
with me and pointed out that for years they had good relations with 
a large steel producer. But now, as the steel becomes scarce or as 
allocations are applied, he finds, this producer finds, it is impossible 
to get the supply of steel that he requires. 

He is standing alone, he has no connection, no association, no inter- 
locking directorate, no nothing, that would give him special preferen- 
tial treatment along the line; and so I agree with you that we must 
be very careful to maintain our free enterprise system, not as careful 
when there are no interlocking directorates, no horizontal or vertical 
mergers, but more careful when these things accumulate and reserve 
certain fields almost entirely to themselves. 

But anyway, all we are asking is this: Congress passed a law with 
reference to interlocking directorates. It is evaded very easily and 
very simply. 

The CuarrMan. Have you got a suggested amendment for us? 

Mr. Meap. Yes; we have an amendment to the law in preparation, 
and I will see that it is sent to you without delay. 

The CHarrmMan. Let me ask you how practical any kind of an 
amendment would be. Let us take two directors, two competing 
companies, and they cannot go on, both of them on, a third board. 
The law is evaded by one of the director’s asking his vice president 
to go on. 

Well, instead of asking his vice president to go on, which you would 
interdict by your suggested amendment, he asks his brother-in-law to 
go on or his cousin or a stooge or a dupe. How would you get at that? 

Mr. Meap. Well, we would have to probably miss some of those 
cases, but 

The CuarrMan. You would not list it in the statute, would you? 

Mr. Meap. What? 

The CuarrMan. You would list it in the statute? 
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Mr. Meap. No, you would have to give us some broader authority, 
for instance, as where the effect may be to substantially lessen com- 
petition. It would develop in, perhaps, the investigation that this 
situation that you present prevailed. However, we have had cases 
in which the Government has investigated and suggested a violation 
of the law, but they have been met very easily by substituting an 
officer for a director or vice versa, and it is something that is not con- 
sistent with the original act. It is something that is not consistent 
with what the committee and the Congress have done in other fields 
and, therefore, all we ask is that some consideration be given by the 
committee to the elimination of the loophole or loopholes in the 
original act. 

Mr. Wiis. Let me ask you, Is there specifically jurisprudence 
tolerating what you have described? 

Mr. Meap. Is there what? 

Mr. Wiuuts. Is there specific jurisprudence, are there specific court 
cases tolerating the situation that you have described? 

Mr. Meap. Well, no. But, of course, we have no authority, we 
have no authority to go beyond the specific letter of the law, but if 
the Department of Justice in an antitrust proceeding, with other 
evidences of law violation or if the Federal Trade Commission, as a 
result of price discrimination, can get into these cases we may indi- 
rectly unravel them, but it is very difficult. 

We would be much better in our position in the courts if this com- 
mon evasion of the law by substitution were part of our authority, 
and we would only be carrying out what was the intention of this 
committee when they enacted the legislation. 

It is seen in the report of the committee, it is present again in the 
debates on the floor, but we cannot do our work and, therefore, we 
think it is our responsibility to come back and tell you of this situation 
lest you find it out and want to know what is wrong with our Com- 
mission. 

Mr. McCutuocn. Well, Senator Mead, I suppose when the legisla- 
tion was originally enacted prohibiting interlocking directorates, that 
there was a continuing evil which was being implemented, is that 
right? 

Mr. Meap. I think it was pronounced at that time. 

Mr. McCuttocn. It was pronounced at that time. 

_ Now, has the legislation which was written into our law books 
halted that evil which was pronounced or is that evil being evidenced 
in the things about which you are now complaining, or are we talking 
about something that is academic now? 

Mr. Meap. No. You will see by these charts that the law is 
evaded where the authority to stop direct interlocks intervened. 

Mr. McCutuiocn. Yes; [ understand that. If I may interrupt you, 
Senator 

Mr. Mean. Yes. 

Mr. McCutuoca (continuing). I understand the tactics that have 
been used, to use your words “evade the law that is now on the books,”’ 
but is there a pronounced evil that is continuing by reason of the 
practice that is now going on? 

Mr. Meap. I would say as a result of the mergers that have taken 
place, as a result of the growth of American corporate enterprise, the 
concentration of industrial power, that this situation is more dan- 
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gerous—that there is more evil present today than in 1914 when the 
law was passed, but it is indirect rather than direct. It is by substi- 
tution rather than by direct interlock. 

Mr. McCuttocn. And that evil of which you speak, you believe it 
to be a present, active, pronounced evil? 

Mr. Meap. Definitely so. 

Mr. McCuttocu. I noticed earlier in your report here that you 
used the figure that in 8 years about 5% percent of the assets of all 
American manufacturing companies have been absorbed in a certain 
way. Well, what has been the corresponding growth of assets of 
corporations in that time? Has not the growth been far greater than 
this percentage with respect to the percentage of acquisition of assets 
of corporations over past years? 

Mr. Mean. I don’t know whether we have any information in our 
report that would be explanatory of that point, but the growth, the 
growth that you have in mind, I imagine, has been the growth on the 
part of the big corporations, and the reinvestment of their earnings. 

Mr. McCuutztocn. Oh, no. I am talking about the growth of all 
corporate assets in America; and without knowing—and I take it 
from your statement that you do not have the record here—without 
knowing, I repeat, actually the statistics, it would be my impression 
that in the period mentioned in the second paragraph of your written 
statement, are far less in proportion than to the over-all increase of 
corporate assets in America. 

Mr. Meap. Well, as I pointed out, I think the greatest growth has 
been among the larger corporations, and that probably has minimized 
percentagewise the total growth. 

At any rate, I would like to have Dr. Edwards more pointedly 
answer your question because under his jurisdiction the report was 
written. 

Mr. Epwarps. We have not made a specific statistical study of 
this, sir; but it is my strong impression that the growth of the larger 
corporations, primarily through the reinvestment of earnings, has gone 
on at a faster rate than the growth of American manufacturing as a 
whole, quite apart from their growth through mergers. 

We made an estimate in 1947 of the proportion of the total capital 
assets in manufacturing which were in the hands of those corporations 
each of which had assets of more than $100 million a year. That 
proportion was then 46 percent. 

We are trying now to make sure just what the limits of accuracy 
are of successive measures of that same figure, and I am not yet pre- 
pared to announce a subsequent total for a later year. 

I may say, however, that the percentage appears to be trending 
upward rather than downward since 1947. 

Mr. Witson. In that same connection—will you pardon me? 
the number of corporations at the beginning of that test period, have 
you got any figures to show how many private corporations there were 
in this country at that time, and at the end of the comparative period? 

Mr. Epwarps. The number of business enterprises and, I believe, 
the number of corporations, went up during the period primarily by 
virtue of the starting of small distributive corporations and small 
distributive enterprises, by people who came out of the service 

The picture for American industry, as a whole, is one in which the 
over-all number of corporations is not particularly significant, just as 
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for that matter, the over-all percentage of assets is not specially sig- 
nificant. 

Conditions for manufacture and for distribution are quite different, 
and in order to get meaningful totals one should speak of the situation 
in manufacturing, and then separately of the situation in distribution. 

Mr. Witson. I would like for you, if you have the figures though, 
to furnish them for the record. I would like to know how many cor- 
porations there were at the beginning of your comparative period, and 
at the end. 

Mr. Epwarps. I think I can get them for you, sir; but I do not 
think they are very meaningful. I will be glad to give them, if you 
like. 

Mr. Witson. Well, they might be meaningful to some folks and 
not to others. But, for instance, we had, in an insurance investiga- 
tion that this committee conducted, a condition where it was alleged 
by some that the insurance business in this country was highly con- 
centrated. 

The fact showed that there were some 380 insurance companies at 
the beginning of a 10-year period, and some 580 at the end of that 
10-year period; so there was nearly a 100-percent increase in the num- 
ber of life-insurance companies over that period of time. I think 
that shows something myself. 

Mr. Epwarps. If it were true that in a particular field the largest 
three companies had increased their proportionate control from 70 
percent to 90 percent, I personally would doubt that the sharing of 
the remaining 10 percent among a thousand companies rather than 
700 would mean anything in particular in limiting the power of the 
big group. 

Mr. Witson. I would say that would alter those figures somewhat, 
but I would like to have both figures. 

The CHarrman. Of course, 1 remember distinctly in connection 
with the insurance company investigation, which was not a thorough- 
going investigation—it could not have been, and we simply went on 
the periphery of insurance, we did not go into the real depths—that 
there was a tremendous growth on the part of the big seven, the seven 
largest. They went forward in a tremendous, furious rate, and the 
smaller companies went forward at a very slow pace. 

Similarly, numbers of independent corporations cannot give too 
much of a story, although it is well to have them in the record, as 
the gentleman from Texas says. 

For example, testimony was given, I think, that it was General 
Electric which had something like, oh, several hundred thousand 
distributing agents. They probably were all corporations, and General 
Motors had probably 400,000 distributive agents. While nominally 
they are independent, actually there is not much independence in 
those distributive agents because their source of supply could be cut 
off in a trice, so that mere numbers would not give you the whole 
story. You would have to have long explanations as to the nature 
of these independent corporations. 

Mr. Epwarps. You may remember, Mr. Chairman, that at one 
time during the thirties the development of Federal labor legislation 
was such that the larger petroleum companies adopted the practice 
of turning their filling stations over to independent, separately 
organized concerns, where previously a good many of the stations 
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had been owned by the company, the big oil company itself, and 
operated through a hired manager. 

Now, the effect of that change, which made the filling-station 
operator not a hired manager but a nominally independent business- 
man, was of course, a substantial increase in the number of corpora- 
tions. That sort of thing is included in changes in the total number 
of corporations. 

Mr. Wixson. I freely admit that because that is the truth. But 
the record would show how many of that kind of corporations there 
were, as opposed to how many free and independent business enter- 
prises. 

Mr. Epwarps. I doubt if the breakdown is available, but I will 
give you what I can get. 

Mr. Wituis. Going back to the question at hand, is not the prin- 
ciple you are discussing now—the interlocking directorates—the same 
as the story you told us some time ago about the Commerce Act? 
As I recall, in the heyday of railroad companies the Congress said 
that a railroad company cannot own mines, and then they went 
through a hocus-pocus of a mining company owning a railroad com- 
pany, and got away from the law. That is the same principle involved 
here; is it not? 

Mr. Merap. Well, a similar principle, at any rate. It is a cass 
where competition is endangered. 

But I want to say this: I am not going on record either one way or 
the other for or against bigness or fewness. I merely am pointing 
out to the committee the inability of the Federal Trade Commission 
to carry out what I interpret to be the intent of the Congress when they 
passed the legislation prohibiting interlocking directorates 

] am pointing out the easy evasion of the law by the substitution of 
officers for directors and vice versa. I am only presenting this to the 
committee so that they may take it up and give it that proper con- 
sideration, which I know they will give it, and plug up these loopholes, 
if it is their judgment that they should be plugged up. 

[ make bold to come before the committee because in other instances, 
as I cited, this committee or other committees plugged up these loop- 
holes and gave the Federal agency that had the responsibility of 
carrying out the mandate of Congress additional powers in order that 
they might plug up the loopholes. 

We can plug up these loopholes; we can see to it that the law is 
carried out as the Congress intended it if the amendment we suggest 
or any other amendment which will accomplish the same thing is 
considered or approved or recommended by the committee and the 
Congress. 

We are merely interested in reporting to you our situation; and in 
that connection I would like to ask Dr. Edwards, who has a deeper 
knowledge of this situation than I have, and who can explain the pres- 
ent problem that confronts us, the problem of the interlocks that exist. 
and that we cannot bring under the law. I think it would be very 
illuminating and very helpful to the committee if they had these 
charts explained by Dr. Edwards. 

Mr. McCuttocn. Mr. Chairman, before he proceeds with that, ] 
would like to have an explanation of the paragraph at the top of page 5 
of your statement. Very frankly, I do not understand exactly what 
you are getting at there. 
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Mr. Merap (reading) 

Vertical interlocks are particularly serious en one of the interlocked com- 
panies is a public utility that has a duty to serve all customers without discrimina- 
tion. The establishment of preferential rel: Wenahine with such a utility defeats 
one of the basie purposes of public-utility regulation. 

Mr. McCuttoca#. I should like to inquire what preferential 
relationships have been established by public-utility companies in 
recent years. 

Mr. Meap. Well, I would not have a historical record of that. I 
have only been on the Commission a matter of months, but perhaps 
Dr. E dwards would have an example. 

Mr. McCuutocu. If you have any examples in my own State of 
Ohio, I would like particularly to know of them. 

Mr. Epwarps. I will be glad to have the materials of the report 
checked as to what, if anything, we can furnish you on Ohio, sir. 

Your question is hard to answer from the report itself. This 
report traces the interlocks rather broadly among a thousand com- 
panies. It has not involved a close-detailed study of the effect of 
particular interlocks. 

We do find, however, that some of the companies involved in these 
interlocks are public-utility companies. 

May I suggest, then, a hypothetical relationship to make clear the 
point that is driven at in this paragraph? Suppose you have a 
concern which is a substantial user of large blocks of electric power as, 
for example, an aluminum company is, and various other companies. 

Suppose then you find that there is an interlocking directorate 
between that company and the power supplier in an area where power 
is somewhat short and where it is not clear that all the companies that 
would like large blocks of power can readily get them. 

There is a tendency, I should say, in such an interlock for the 
company which has the interlock to be a preferred customer in having 
access to electric power that is short. 

Mr. McCuttocn. Is that the actuality? 

Mr. Epwarps. That would be the kind of thing we are talking 
about. 

Mr. McCuttocu. Is that an actuality in particular sections of 
America? 

Mr. Epwarps. It is my impression that it is. I would need to 
check the particular interlocks on that point to tell you what informa- 
tion we have on it. 

Mr. McCuttocu. Do you know whether or not the public-utility 
commissions, or kindred or like organizations, or department, what- 
ever their names may be of the respective States, have complete 
authority in the matter of regulation of supplying of power within 
the States? 

Mr. Epwarps. The scope of State authority on utility companies, 
it is my understanding, differs considerably from State to State, under 
different State laws. 

Mr. McCuttocn. But many of the State authorities do have com- 
plete authority 

Mr. Epwarps. Some State authorities 

Mr. McCuttocu (continuing). In such matters? 

Mr. Epwarps (continuing). Would be able to prevent favoritism 
much more completely than others. 


) 
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Mr. Hiuuras. Is your study of this problem of indirect interlocking 
a study that discloses that such a practice has resulted in the impair- 
ment of the ability of a. various companies to produce a good 
product? Has it resulted in any inefficiency in the production of 
products or in making more yb ts available to the people of this 
country at a lower cost? 

Mr. Epwarps. To answer that sort of question, this report is a 
guide to questions rather than to answers. It shows a number of 
interlocks. Some of them I will offer you as illustrations shortly, 
which appear to have significance 

Now, as I say, we have covered a thousand manufacturing com- 
panies, and some three-hundred-odd manufacturing companies. That 
means literally thousands of interlocks that have been involved in 
this study. Naturally, we have not had the opportunity to check into 
particular ones of them to trace out the effect of the particular 
interlocks. 

Mr. Hittines. And you know of no case where this indirect inter- 
locking practice has resulted in a lessening of the efficiencies of these 
companies and their ability to produce good products at a low cost? 

Mr. Epwarps. I would prefer to put it this way: That on the basis 
of this report I can cite you neither cases where it has increased nor 
where it has reduced efficiencies. 

Now, in certain legal proceedings where particular relationships 
have been attacked, interlocking connections have been analyzed, and 
certain charges have been made or conclusions reached. 

For example, there is now pending a proceeding by the Department 
of Justice involving interlocking relationships between General 
Motors, du Pont, and the United States Rubber Co. The decision 
has not vet been reached and so I cannot say whether the charges by 
the Department of Justice will be sustained or not. But if you take 
the complaint as proved, it is a complaint of an extreme preferential 
favoritism which I would personally conclude would be inconsistent 
with the maintenance of efficiency. 

Mr. McCuxztocn. Then, might I conclude from what you have said 
that when we get the story which you are about to present to us we 
have only begun to attack the problem? 

Mr. Epwarps. That is correct. 

Mr. McCuttocu. That we have not yet developed the facts which 
will prove, as Judge Wilson tried to develop here, whether or not evil 
is an active force resulting in a detriment to the American economy. 

Mr. Epwarps. I would prefer, sir, to have you draw your own con- 
clusion from the material submitted to you. My own view would be 
that any one of these relationships standing alone might be explained 
away, that you cannot be confident of the results of any one of them. 

But when you take the large numbers of them, all having the same 
kinds of potentialities, the probability that some of them actually 
result in what they can so readily result in is very great. 

Mr. McCuuzocu. One thing more, and this does not touch upon the 
question that is before us, but it touches upon a matter which this 
committee has studied heretofore. 

Senator, I noted that you stated that within the last week or so you 
had had a complaint from a fabricator of steel products. I interpreted 
your statement substantially in this way: that this fabricator had had 
a historic pattern of a supply of steel from a producer and now that 
producer was refusing to supply that steel, is that correct? 
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Mr. Mean. It is my recollection that his supply was gradually re- 
duced from a hundred percent to 40 percent, as I understand it, and if 
there is any further reduction he will have to close down his plant. 

I told him that I would like to have a specific statement in writing 
over his signature so that I might refer it to the proper defense agency. 
We do not handle those cases unless they become involved in a ‘viola- 
tion of one of the laws over which we have authority. 

Mr. McCutxocn. Well, if that statement be furnished, Senator, if 
it be the pleasure of the chairman, I think it might serve a useful pur- 
pose if this committee would be furnished a copy of it. 

Mr. Mean. If he sends me a copy, I will furnish it to the chairman. 

I want to point out that there is a tendency to interfere with the 
development of a given industry, and a tendency also to retard the 
efficiency and the safety of an industry, if safety is a factor, in the ques- 
tion that is before the committee this morning, namely, interlocking 
directorates. 

I recall the Congress made an investigation in the early days of 
aviation to find out that the industry was completely interlocked; 
the manufacture of ships, the manufacture of gadgets, the manufac- 
ture of parts, the finance companies, the banks and all were involved 
in a series of mergers. 

There was alleged in the report that they retarded the development 
of aviation. This company had to buy that kind of a ship, this com- 
pany had to use these products, these gadgets, as a result of the au- 
thority of the directors of the various corporations. 

At any rate, it led to a congressional investigation. It may even 
have led to the cancellation of contracts, because it was known by the 
same committee in the House and the Senate, that this complicated 
structure was developing. 

It was even alleged that it had a tendency to rely upon certain types 
of planes long after other types were available. 

At any rate, when we went into World War II, we learned then 
that the most efficient ship to fly the oceans was the land plane. 
For years we had been relying entirely upon the hydroplane. We 
learned in that emergency that to fly by night over the polar circuit 
was easy, as safe as flying from New York to Chicago by day. It was 
the emergency that brought about an immense development. But 
it was the interlocking directorates that we found early in the develop- 
ment of that industry that, in the judgment of the Members of the 
House and the Senate that were investigating this subject, retarded 
its growth, and so there is a tendency—1l know of no case right now 
where an interlock would be satisfied with the status quo, but there is 
that possibility. 

We learn of great developments in our country that are unequaled 
in any other industrial country in the world, but we do learn of some 
instances where developments in other parts of the world are not 
quickly adapted to our own economy, and why? What effect an 
interlocking directorate would have is a question that would have to be 
answered only after investigation. But a good healthy, wholesome 
competitive system is a system where men cannot direct the policy 
of competing companies, of suppliers, and of customers of competing 
companies; then it occurs to me that by reason of the fact that that 
can be done under a law enacted by the Congress that: meant to pro- 
hibit it from being done, that it is our duty, if not our responsibility 
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as well, to come and report to the committee that the present law can 
easily be evaded, and to ask the committee to consider amending the 
law so that evasion will be more difficult. 

The Cuarrman. Are you going to submit your version of what 
that amendment might well be? 

Mr. Mean. That is right. We will do that. 

Mr. Goopwin. Mr. Chairman, Senator Mead, before you give way 
for the testimony of your associate, I would be grateful if vou would 
comment briefly on a definite conception I have, either rightly or 
wrongly, that at this particular time when we are told there is a na- 
tional emergency, that when the thing most desired is that business, 
big business and little business, cooperate to the full in the defense 
effort, with full speed ahead for full production, that we ought to go 
slowly in what might interfere with that full production, by harassing 
management with threats of further Government regulation, unless it 
can be definitely shown that the defense effort is now or is likely to 
be impeded by the lack of further legislation 

Mr. Merap. Well, in that connection I would say that Congress 
gave cognizance to that question that you have just put to me when 
it considered the National Defense Act, and specifically placed the 
responsibility on the Chairman of the Federal Trade Commission and 
the Attorney General to see to it that the lessening of competition, 
the restraint of trade, the injury to small business, the development of 
monopoly does not unreasonably result from the defense effort, with 
the result that we have to maintain liaison with the several agencies 
of the Government to see to it that that concentration that character- 
izes a national emergency does not become excessive at this time. 

The injury to small business has been more severe in times of emer- 
gency, and the productivity of the country has been injured in an 
emergency, and the economy of the country has been injured after the 
emergency is over because of that concentration. 

A study that was made by the Department of Commerce in the last 
war revealed that we did not use all our muscle, by along shot. That 
was simply because there were these situations that I pointed out 
today that developed in that emergency. Oh, it was easier and prob- 
ably quicker to pass out contracts to great corporations that could 
more easily understand Government specifications and maintain its 
representation here than to harness little and independent business to 
the war effort, with the result that we did not do our best, according 
to the reports; that we injured the war effort, according to the examina- 
tion made by the Department of Commerce, and the Smaller War 
Plants Corporation, and so I believe if the temptation to engage in the 
control of policies, the elimination of competition, the control of raw 
materials that ought to go broadly to the little fellow, and the control 
of customers’ goods that ought to go broadly to the little fellow, if that 
is lessened as a result of an amendment to this bill, we will produce 
more and the small and independent business will come out of this 
defense program stronger than would otherwise be the case. 

I know of idle pools of labor and idle communities, and they were 
particularly in the small communities, that were not used in the last 
war. 

I served on the Senate Small Business Committee. We were 
actually stormed at times by people who could not get into the war 
effort and we summoned, as members of the Truman committee —and 
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I also served on that committee—the dollar-a-year men who awarded 
these contracts; and in one instance they told me that they awarded a 
backlog of contracts that would take 3 years to produce to one great 
big corporation. I questioned them, and they said, “Well, they have 
the representatives here. We know if they take the contract that it 
will be well done, and it is easier to do it that way than to go around 
looking for little fellows.” 

Mr. Hixiurneas. Whose fault is it? Government or business? 

Mr. Meap. How was that? 

Mr. Hitumncs. Whose fault is it that such contracts were awarded? 

The CHarrMANn. The dollar-a-year men. 

Mr. Meap. I will tell you, it is nobody’s fault. 

The CHAatRMAN. No; the dollar-a-year men. 

Mr. Hixurnes. They were agents for the Government. 

The CHAIRMAN. Yes. 

Mr. Meap. I will say this, it is the emergency, it is the demand for 
speed, it is a thousand people making decisions in private enterprise, 
in the Government itself, and all over the country, and the result of 
this speed is that this emergency does not allow us to set up the system 
that we ought to set up. 

This amendment will bea rood deterrent to that chaos that developed 
in World War II; the setting up—and I am stepping out of character 
perhaps—the setting up of a defense contracts agency to see to it 
that little business has access to it would help immeasurably. It 
would all help us because under the Defense Act I am a responsible 
party and I will be held accountable by the Congress if small and 
independent business is not brought into the war effort, and if we do 
not develop all our muscle, as was the case in World War IT, and so I 
hope that there will be a defense-contracts corporation set up and | 
hope there will be no more so-called ghost towns that resulted from the 
complete closing down of a small plant or the taking away from the 
small plant of some very necessary personnel; removing personnel 
from a large corporation 1s a headache, but removing personnel from a 
small and independent plant is disaster, and sometimes we have not 
been too careful. 

Mr. Hiturnes. Senator, I heartily concur with your feeling about 
the need for small businesses and independent businesses to get into 
this defense effort. This committee has recently concluded a report 
on an investigation of the aluminum industry and I think we saw, 
either directly or indirectly, during that investigation, that certainly 
the Government has been very remiss in not making it possible 
for more businesses to come in on the defense effort, particularly 
smaller businesses. 

But you come before us this morning and you have asked us to give 
more power, more authority, and more control to Government over 
business. 

Now, vou come at a time, as the gentleman from Massachusetts 
has mentioned, when we are trying to encourage production by bus- 
iness. 

We have to keep this in mind and to keep the immediate view in 
mind of trying to stimulate more production. 

You have also come at a time when we are finding that there is a 
creat deal of concern going on as to certain influences that are being 
used in our Government in a similar interlocking or indirect inter- 
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locking type of thing that you have talked about 1n regard to business. 
You are also coming shortly after a speech was made in New York 
by a Supreme Court Justice in which he said it is true that often 
prosecutions are made in antitrust cases by and on the basis of political 
considerations. I think it was Justice Jackson who admitted that in a 
speech before the Bar Association in New York. 

Now, I think we are going to have to be extremely careful about 
seranting additional Government authority over business, and in put- 
ting that additional authority in the hands of Government at this 
time 

[ believe in the old equity maxim that he who seeks equity must do 
equity and you are asking for us to give additional power and control 
and authority to the executive branch of the Government when that 
branch itself has already disclosed a number of violations of the very 
same principle that you are talking about here. Such violations in- 
clude the deprivation of other companies from having an opportunity 
to compete, and certainly that would be the case if one particular 
company, by virtue of influence and power in a Government agency, 
was able to get loans and help that other companies could not get 
because they did not have that particular influence. I think that 
fact should certainly be kept in mind. 

The Cuarrman. Off the record. 

(Discussion off the record. 

Mr. Merap. Mr. Chairman and members of the committee, of 
course, you realize that the Federal Trade Commission is a_ bi- 
partisan body. 

The Cuatrman. I think from what the gentleman from Massa- 
chusetts has said that it is very sound that we have to tread very 
lightly and go very carefully in this matter because we are all inter- 
ested in, and our one objective, is to get our mobilization going as fast 
and as efficiently as possible, and I think that within the ambit of 
that principle we should confine ourselves to those principles 

On the other hand every emergency has caused or enabled huge 
entities to fasten to a greater degree their hold on the economy, and 
then after the emergency is over we are faced with a fait accompli. 
There is very little we can do about it. They have grown larger as a 
result of the emergency, and we cannot help it sometimes 

Big things must be done by big entities and, in the course of things, 
that is natural. It cannot be avoided. But that does not mean that 
we should not set the signals, and that we should not do what we can 
reasonably within the ambit of that principle I have announced to 
prevent even greater concentrations. 

I think that there could be a resolving of the difference of opinion 
expressed here, by very careful consideration of suggestions which will 
be made, by this Judiciary Committee, which seeks to be always as 
objective as it can. 

Mr. Merap. I quite agree with the sentiment expressed that we 
should not harass business at this particular time. 

| am merely reporting to the committee that we cannot entorce the 
law which they will hold us responsible for because of the ease with 
which it can be evaded. 

I also point out to the committee that I have made a record, and 
if the Congress calls me to find out why this concentration was left 
unbridled, as it pertains to the ease with which it can be accomplished 
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via the interlocking directorates, that I made my report to the Con- 
gress, and that I carried out the intent of the law, the responsibility 
that was given to the Federal Trade Commission, to the letter of the 
law. 

We cannot enforce the law that is so easily avoided. I doubt very 
much whether it would be a revolutionary proposition to pass an 
amendment that would make it free of loopholes. I do not believe it 
would harass business. 

The CHarrMan. In other words, as I used the phrase before, you 
could set the signals. 

Mr. Meap. That is right. I merely ask the Congress to consider 
the recommendation that the law which they passed be amended so 
that its evasion will not be as easy as experience has proven it to be. 

I thank you, members of the committee, for hearing me with the 
patience that has characterized your actions this morning. 

You are in for a treat, an educational treat, if you will have the 
opportunity to listen to Dr. Edwards explain the interlocks that have 
come to our attention. 

The CHarrRMAN. We are very grateful to you, Senator, for your 
coming here this morning, and your statement has been very inter- 
esting. 1am sure it will be very helpful to us in our deliberations. 

Dr. Corwin Edwards, we will be glad to hear you. 

I want to say to the members of the committee that the House will 
be in session very shortly, and we could either meet tomorrow morn- 
ing or tomorrow afternoon. 

(Discussion off the record.) 

The CHarrMan. All right, we will meet tomorrow morning if it is 
all right, at 10 o’clock. 

(Whereupon, at 11:50 a. m., the subcommittee adjourned, to 
reconvene at 10 a. m., Thursday, March 8, 1951.) 
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House oF REPRESENTATIVES, 
SPECIAL SUBCOMMITTEE ON THE STUDY OF 
Monopo.y Power OF THE COMMITTEE ON THE JUDICIARY, 
Washington, dD. a 

The special subcommittee met, pursuant to adjournment, at 10 
a. m., in room 327, Old House Office Building, Hon. J. Frank Wilson 
presiding. 

Present: Representatives Celler (chairman), Wilson, Willis, Mc- 
Culloch, Goodwin, and Hillings. 

Also present: Curtis Shears, counsel to the subcommittee. 

Mr. Witson. The meeting will come to order. 

I believe we had just started with Dr. Corwin Edwards of the 
Federal Trade Commission. 


STATEMENT OF CORWIN D. EDWARDS —Resumed 


Mr. Epwarps. Thank you, Mr. Chairman. 

I think I should begin by making clear the scope of the report 
that is being submitted to you. It covers interlocking directorates 
among the thousand manufacturing corporations which are shown on 
the list prepared by the Department of Commerce, as the largest 
thousand. 

We have been concerned primarily with the interlocking directorates 
among that thousand but in order to get some picture of how far 
they may interlock with other large companies, nonmanufacturing 
companies, we took a sample of those other companies, a hundred 
large commercial banks, 20 large investment banks, 50 large invest- 
ment trusts, 26 large insurance companies, 25 large railroads, 50 
large public utilities, 50 large retailers, and 10 large wholesalers, and 
we sought to find out what interlocks the thousand manufacturing 
companies have with this group. 

I would like to make it clear that the only kind of interlock we have 
studied is interlocking directorates, so this report is not a picture of 
all the interconnections among big companies. 

For example, it does not touch interlocking stock ownership except 
at one or two points where we happened to have the information 
available and threw it in parenthetically. 

It does not touch corporate ties that take the form of long-term 
contracts for interchange of patents or for the supply of all the require- 
ments of one by the other, or anything of the kind. 
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Next we are dealing with interlocking directorates just for 1 year, 
1946, so the report does not show you how these things have been 
moving, and except by the accident of happening to know in a few 
instances, we cannot tell you how this compares with 1940 or with 
1951. 

As to interlocking directorates in 1946, I am reasonably confident 
that our report understates rather than overstates the prevalence of 
such relationships, because of the many things that it omits. 

In the first place, it omits entirely all interlocks among the large 
nonmanufacturing corporations, even the sample of nonmanufactur- 
ing corporations we covered. If, for example, one of these large com- 
mercial banks has an interlock with a large investment bank and a 
large railroad, that is not traced out here, because we were concerned 
to find what the picture was for the manufacturing companies only. 

In the second place, we have omitted entirely, as not within the 
scope of the report, all of the interlocking relationships among smaller 
manufacturers, of whom there are some fifteen to sixteen thousand. 

In the third place, we have omitted a large part of the picture of 
these large manufacturers. For example, if one of the big manu- 
facturers is interlocked with a number of the smaller ones that are 
not in the report, we do not catch that. It is only the interlocks 
among the big ones that we cover. 

Again, if one of the big ones is interlocked with smaller nonmanu- 
facturing corporations or with large nonmanufacturing corporations 
other than those in the group we included in our sample, we do not 
catch that. 

We do not catch any interlocks, except more or less accidentally 
because they happened to come under our nose, if they were accom- 
plished via a foreign company. If three or four American companies 
had directors on the board of a British company, let us say. 

In most cases, we do not catch an interlock if it is accomplished via 
a subsidiary; that is, if one large American company has directors on 
the board of a subsidiary of another large American company, we do 
not catch that. 

We think that we have probably omitted a good many of the indirect 
interlocks between the big companies, where the companies do not 
appear to be obviously in related industries. Our technique of 
analysis was to work industry by industry and analyze the relation- 
ships in each; and in connection with each industry we took other 
industries that were obviously closely related and analyzed the inter- 
connections; but we did not take industries that had no obvious close 
connection and analyze interconnections between them, so that we 
leave out that part of the picture. I doubt if it is a very significant 
part of the picture, but it is out, anyway. 

Finally, we ran across cases in particular companies in which the 
directory of directors that we were using had not covered all the direc- 
tors. Hence, we feel confident there must be direct and indirect 
interlocking directorates that we did not catch, even though they 
supposedly come within the scope of our report because they were not 
fully reported in the manuals. 

It was said yesterday, and I do not need to do more than just 
mention the fact, that we do not cover, except in a few accidental 
cases, interlocks that are accomplished through officials of the company 
rather than through directors of the company. 
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Thus, while this report is, we hope, reasonably complete for what it 
pretends to cover, the limitations of the report are such that it should 
be regarded as a minimum statement of the interlocking relationships 
o° American manufacturing rather than as exhausting what the 
materials would show if they were fully analyzed. 

Now, there are two ways in which one might go at a study of any 
particular interlocking directorate. One would be to investigate the 
companies concerned fully enough to have a pretty good idea about 
their purposes and motives in maintaining the connection and to 
show from their behavior what the actual effects of the connection 
may be. Covering a thousand manufacturing corporations and three- 
hundred-odd other corporations across the whole range of manu- 
facturing, we could not, of course, use that technique here 

The other way is to see what the pattern of relationships may 
suggest, is a reasonable conclusion. It is this technique that we have 
used, and, as I said yesterday, I think it means that in any one case 
what we have is not a certainty but a probability, and the probability 
may be untrue in the particular case. 

The persuasiveness and importance of this report, to me, is that if 
the probabilities are defeated half the time, what is true the other 
half of the time is frequent enough and significant enough to be quite 
important. 

I would like it to be clearly understood, however, that in discussing 
these interlocks I am not asserting that in each particular case in 
which competition could be reduced it has, in fact, been reduced. 

Mr. Witson. That is what I was trying to get at yesterday, Doctor; 
if the Federal Trade Commission thought that all of these interlocking 
directorates were evil. 

Mr. Epwarps. I would say, sir, that the standard I am trying to 
apply in interpreting this is the standard that is applied throughout 
the other sections of the Clayton Act, the standard which was applied 
by the Congress in 1914 to section 2, section 7, and section 3, which 
all prohibit certain relationships where the effect ‘‘may be ’—and 
that term “‘may be” has been interpreted for a quarter of a century 
by the courts as meaning that there is a reasonable probability of the 
effect. 

Mr. Witson. But, as a matter of fact, to arrive at a conclusion 
you have to judge each case on its own merits 

Mr. Epwarps. If you want to know what actually happened you 
would have to look into the case. 

Mr. Witson. Surely. 

Mr. Epwarps. If you are legislating you may do either one of two 
things: You may wait until evils have arisen and then strike them 
down, as one does in the Sherman Act, or you may do, as Congress 
did in all sections of the Clayton Act but section 8, that is, you may 
Say, where there is a reasonable probability of an injury to the public, 
“We will prohibit the relationship that creates that probability.”’ 
The choice of method, of course, is for the Congress to make. I am 
merely calling attention to the two lines of thinking the Congress has 
used. 

Well now, using’ this second type of approach, what Wwe have been 
concerned about is the function of a director, and the business rela- 
tionship between the companies in which he is a director. 
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A director is a member of the body which is supposed to have, and 
usually does have, the top responsibility, the final responsibility for 
the policies of the concern. If he takes his job scrupulously, he 
regards himself as the custodian of other people’s money and interests, 
and he regards it as his duty to look after those things as well as he 
can. 

If he is on the boards of two or more companies, he must perform 
that duty in each of the places in which he finds himself, and he 
cannot split his personality down the middle so that when he acts on 
the board of one company he had forgotten all about what he did and 
what subjects he acted on when sitting on the board of the other 
company. 

Now, when directors are on the boards of enterprises which have 
no relationship to one another of any kind, this carry-over of duty 
and memory may be completely unimportant. 

[f a director is on the board of two competing corporations, and if 
the policies he supports in either of those corporations are designed 
to ruin the other, it seems to me that in being true to one of his duties 
as director in one company, he would, of necessity, be false to his 
other duty to the other company as its director. 

So, where there is an interlock between competing companies, the 
only reasonable interpretation of the role of a man who is director 
on both boards is that he must be trying to harmonize the interests of 
those two companies, to decide on the one board in a way that is 
consistent with his duty to the other board. 

Similarly, if a director is on the board of a supplying corporation 
and of one of its customers, it is hard to see how he could be faithful 
to his duty in both jobs if he used his influence on one of those boards 
to cut off the commercial contact with the other company and to 
prefer a competitor. Instead, you might expect a tendency toward a 
preferential relationship there. 

Now, what we have tried to do is to pick out the patterns in which 
there is a reasonable expectation of an effect upon competition in 
the sense that I have just described. We have listed relationships 
which differ in their degree of persuasiveness. ‘The materials here 
are all in the nature of circumstantial evidence, and, like any cir- 
cumstantial evidence, their persuasiveness may be slight or it may 
be large, and it tends to grow as more and more corroborating details 
pile up. 

Mr. Suears. As I gather it, Dr. Edwards, you are drawing a 
comparison with the code of ethics of the legal profession that no 
lawyer should represent two opposing interests. 

Mr. Epwarps. Yes. 

Mr. Sears. And, therefore, your interlocking directorship comes 
into almost that category. 

Mr. Epwarps. It seems to me difficult to see how a director could 
represent opposing interests, and leave them still opposing. 

Mr. Suears. Yes. 

Mr. Hitunes. Dr. Edwards, have you given the committee a 
statement as to your background and experience, and so forth? 

Mr. Epwarps. I have not as yet, sir. 

Mr. Hiturnes. Would it be in order at this time to just briefly 
sketch what experience you have had, and so forth? 

Mr. Epwarps. I shall be very glad to. I have been in my day 
a teacher in economics in various colleges, New York University, 
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Northwestern, and briefly in Harvard, Columbia, and American 
University. 

I came to Washington originally in 1933 with the ill-fated National 
Recovery Administration, in which I was an official of the Consumers’ 
Advisory Board, and before that body came to an end, was a member 
of the NRA Advisory Council. 

When NRA ended I went to the Federal Trade Commission, after 
first participating in a review of the NRA experience which was 
conducted under the general charge of the Department of Commerce. 
I went to the Federal Trade Commission first as an economic adviser 
to the Commission, and then as assistant. chief economist 

In 1939 I went to the Department of Justice, to the Antitrust 
Division, where I was first economic consultant, and then Chairman 
of the Policy Board of that Department until 1944. 

After a brief tour of duty as consultant on cartels with the Depart- 
ment of State, I returned to college teaching for a time, and then 
returned to the Federal Trade Commission as its Chief Economist. 

On two occasions during this Goverament experience I have been 
a part of a mission abroad, once as chief of staff of the American 
Technical Mission to Brazil in 1942 and 1943, and once as head of the 
Mission on Japanese Combines in 1946. 

Mr. Hiiirnes. Have you ever held a job in private enterprise? 

Mr. Epwarps. I worked part of my way through college and I had 
jobs as business manager of Chautauquas; I have never been 
responsible 

Mr. Hitiines. Would you say that your long experience working 
in public bureaus could have made you unduly prejudiced against 
private enterprise or private corporations and companies? 

Mr. Epwarps. I do not see how any man can be a judge of his own 
prejudice. I think I will have to leave that to those of you who will 
hear me. My basic cast of thought is a belief in the private-enterprise 
system and a great distrust of progressive extensions either of private 
monopoly or of Government control. That cast of thought was 
enormously strengthened and very nearly permanently set, I am 
afraid, by my experience in NRA and thereafter, when I spent years 
in arguing vehemently against extensions of Government control 
which were being urged upon Government by various business groups 
as I thought, very unwisely. 

Mr. Hixturnes. You do not believe that Governme nt should control 
the economic lives of the individuals in this country? 

Mr. Epwarps. I think that control by Government should be 
designed to prevent private control by business monopoly and to cope 
with problems which it is clear that private business cannot cope with. 
For example, I do not think we would be wise to leave atomic energy 
entirely to private business without Government control. 

Mr. Witson. All right, proceed, Doctor. 

Mr. Epwarps. I was saying that the persuasiveness of these inter- 
locks differs with circumstances. In general, interlocks between un- 
related companies are much less signific ant, in our thinking, than 
interlocks between competitors or potential competitors or supplie rs 
and customers. 

Interlocks may differ in significance according to the persons 
involved. For example, if the sales managers are directors and they 
are the interlocked persons between competitors, there is a particularly 
persuasive probability that the interlock is significant. 
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Interlocks may differ in significance also according to their degree 
of directness and the number of points of union that appear. 

A direct interlock is more persuasive than one via a third company. 
An interlock in which several people from each board sit on the board 
of a third company is more persuasive than where only one person is 
involved. 

Interlocks which link a large number of companies are, to me, more 
persuasive than where just two companies are linked, and if these 
companies interlock again and again on the boards of various cor- 
porations, I would give the fact more weight than if they interlock on 
the board of only one third company. 

Factors such as those make a good deal of the difference in these 
different charts. 

Now, I think I am through preliminaries except to suggest to you 
one or two of the patterns which appear in these charts, and which, 
I think, may be recognized more clearly if I set them down one by one 
before I show them to you in combination on the charts, 

The simplest of the patterns is, of course, the direct interlock 
between A and B, which I have over here at the right. A director on 
the board of one company is a director on the board of another 
company. 

A simple indirect interlock is where directors from companies A and 
B are both on the board of company C. 

Now, one can also find a multiple interlock of an indirect kind where 
several of the directors of A and several of the directors of B appear on 
the board of company C, so that there are multiple points of personal 
contact between the boards of directors of A and B. 

One can also find a group interlock, where a number of different 
companies, A, B, C, and D, all have directors on the board of one 
company. I use the term “group” to distinguish this pattern from 
multiple, which means a number of different persons from each of two 
or more companies on another company’s board. 

Mr. Witson. A, B, C, and D are all competing companies. 

Mr. Epwarps. They are different companies in which we are 
interested, either because they are competitors or suppliers of cus- 
tomers or something of that kind. 

One can also have an indirect interlock between only two com- 
panies, A and B, in which the indirect relationship on the board of one 
company, C, is reinforced and reiterated by the appearance of the 
same thing several times. A and B also have common directors on 
the board of D as well as on that of C, and perhaps they also have 
common directors on the board of E. This pattern I refer to, for 
convenience, as a reiterated interlock. 

There can also be and is in a number of industries a chain of inter- 
locks. A and B have a common director on the board of D; and B 
and C have a common director on the board of E; C and another 
company, perhaps, have another common director on still another 
board, and so on down the chain. 

Mr. Wiiuts. How do you term the last? 

Mr. Epwarps. I call that a chain of interlocks. Finally, where one 
large company is the one which does the important interlocking, you 
may have what, for convenience, I call a series of interlocks. This is 
where A interlocks with B through one company’s board; and A inter- 
locks with C through another company’s board, and A interlocks 
with D through a third company’s board, and so on. 
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Now, the difference between a series and the chain is that in a 
series all interlocks run back to A; whereas in the chain there are 
connected pairs of interlocks not running back to one particular 
company. 

Those are the most important patterns which appear in this series 
of charts. 

Mr. Suears. Do you mind if I interrupt for one question at this 
time? 

Mr. Epwarps. No. 

Mr. Suears. I understood you to say the data were from 1946, 
is that right. 

Mr. Epwarps. That is right. 

Mr. Suears. Did these interlocks increase during the last war? 

Mr. Epwarps. We do not have studies; it would be a pure guess. 

Mr. Suears. What about since 1946, do you have anything which 
would indicate whether the trend has increased or decreased up to the 
present time? 

Mr. Epwarps. We do not have data on new interlocks since 1946. 
Where we found an interlock in 1946 we tried, as far as time and 
resources permitted, to check the latest. material available to see if 
the same interlock still existed at the time we were writing. Comment 
as to interlocks which we know still exist or have passed out of 
existence appears in our footnotes. 

Mr. SHears. Generally speaking, referring to concentration rather 
than interlocks, which is a bigger subject, concentration did increase 
during the last war, according to your studies, did it not? 

Mr. Epwarps. We believe it did. 

Mr. Suears. How about since 1946, has the trend been up or down 
in concentration? 

Mr. Epwarps. We have published a figure for 1946; 1 have reason 
to believe that the trend has been rather upward than downward, and 
I am trying to reduce that to a figure, but | am not yet in a position 
to do so. 

Now, the charts I shall discuss are not all of the material in the 
report by any means. They have been selected to be illustrative of 
types of patterns that appear to me to be significant. 

This first one from page 77 of the report is a relatively simple one, 
and one the significance of which I think is rather persuasive. It 
concerns the interlocks among sugar companies in Hawaii. 

Around the outside circle one has the names of six different Hawaiian 
sugar producers. 

Mr. Wituis. May I ask, does that chart refer to raw sugar producers 
or refineries or 

Mr. Epwarps. These are the producers in Hawaii which typically, 
if I understand the matter, have their own plantations, and in many 
cases also do some refining, but I think it will be more accurate to 
speak of them as raw sugar producers. They are at least that, and 
probably more. 

In the center are the names of two Hawaiian banks. The lines 
show interlocks. In other words, this company here, Waialua has a 
director on the board of Ewa, and a director on the board of Hawaiian 
Commercial & Sugar Co. 

Ewa has a director on the board of Waialua, and also a director on 
the board of the Hawaiian Commercial & Sugar Co.; and also reversing 
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that, directors from the board of Hawaiian Sugar are on the boards 
of Ewa and Waialua. These three companies are directly interlocked. 

On the other side of the chart one has a chain of direct relationships. 
Oahu Sugar has a director on the board of Olaa, and Olaa has a 
director on the board of McBryde, but McBryde and Oahu are not 
directly connected. 

The two trios are connected by the fact that Hawaiian Commercial, 
on this side of the chart, has a director on the board of McBryde on 
that side. 

Mr. Suears. And also through the banks. 

Mr. Epwarps. I am coming to that. Running clear around the 
six, one gets direct relationships quite prevalent among these com- 
panies. In addition, those are reinforced by the position of the six 
companies on the boards of the banks. There are on the board of 
Bishop National Bank directors who are also directors of each one of 
these six sugar companies, and the Bank of Hawaii has on its board 
directors from four of the sugar companies. In other words, there is 
ample opportunity here for the kind of effect that I suggested might 
well arise when directors have multiple duties to competitors. 

Mr. Wiuurs. Let me ask you this question: Are these Hawaiian 
companies interlocking with American companies, such as American 
Sugar & Refining Co.? I think your reports so indicate, by the way. 
Mr. Epwarps. Our report shows certain lines of connection, less 
impressive than this. 

I am going to show you a second sugar chart. This one has to do 
with sugar companies outside of Hawaii. 

Now, it also shows certain direct interlocks, but most of the picture 
here is one of indirect interlocks. There is a direct interlock between 
Corn Products Refining and South Porto Rico Sugar Co. and a direct 
interlock between South Porto Rico Sugar Co. and Great Western 
Sugar Co. 

There is also a direct interlock between Eastern Sugar Associates 
and Fajardo Sugar Co. and between Fajardo and United States Sugar 
Corp. 

Now, there are in addition, chains of indirect interlocks. 

For example, here is Great Western Sugar Co. Through the board 
of Ideal Cement it is associated with American Crystal Sugar Co. 

On the board of Colorado Milling & Elevator Co. it has a director 
in common with Holly Sugar. 

Here is American Sugar Refining. It has an indirect interlock with 
A. E. Staley Manufacturing Co., one of the Corn Sugar group, on the 
board of New York Air Brake. It has another indirect interlock with 
Corn Products Refining on the board of International Paper. 

Here is Utah-Idaho Sugar, also, with an indirect interlock with Corn 
Products Refining on the board of Equitable Life Assurance. I have 
not discussed every one of the companies shown, but that is the type 
of pattern, a number of indirect interlocks which quite probably have 
varying significance. 

That chart appears on page 78 of the report. 

Mr. McCuttocu. Do your studies show the amount of stock that 
is owned by these various directors in the companies in which they are 
directors? 

Mr. Epwarps. We have not gone into that. We have tried— 
sometimes succeeded and sometimes failed—to identify the principal 
business interest of a director who furnishes an interlock. I shall not 
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discuss this matter this morning because it would throw in too much 
detail and thus obscure the points I am trying to make, but in the 
case, for example, of the director in common here between American 
Can and General Foods we have tried to determine whether he is an 
official of American Can primarily, or of General Foods primarily, or 
of some other company primarily. This fact seems to us to make some 
difference as to the probable significance of his role. 

Mr. McCutuocnu. I would think so, I would think that the amount 
of stock that is owned would have very great significance. 

Mr. Epwarps. For the same reason it might very well have if he 
owns a substantial block of stock. 

Now, I have referred thus far both to direct interlocks and to in- 
direct interlocks. 

As the Chairman of the Commission told you yesterday, the indirect 
interlocks are decidedly the more common; and at this point I think I 
should put you on warning as to the varying significance of indirect 
interlocks. This chart serves to do it rather simply. 

The companies on the left here are American Can Co., Continental 
Can Co., and National Can Co. In other words, we have got prac- 
tically the tin can industry here. 

The companies on the right are General Electric Co., General Foods 
Corp., American Sugar Refining Corp., and the Hat Corp. of America. 

Now, American Can and Continental Can have directors who sit in 
common on the board of General Foods. General Foods is a sub- 
stantial user of food containers. It would seem to me reasonable to 
suppose that that connection might be significant. 

The connection is reinforced by the fact that the y also both have 
directors on the board of Gene ral Electric. The connection between 
their interests and those of General Electric is less obvious and im- 
mediate than in the case of General Foods. The significance of that 
interlock is more that it reinforces another significant one, than in its 
own right. 

Mr. Suears. This is chart No. 18, appearing on page 190. 

Mr. Epwarps. I beg your pardon, I should have stated that. 

Mr. Suears. I just wanted to be sure the record showed it. 

Mr. Epwarps. Now, the indirect interlock between Continental 
Can and National Can Co. is the fact that they both have directors 
on the board of Hat Corp. of America, and it is hard to see how 
the production of hats has any logical connection with the operations 
of two can companies; so that one cannot infer a probability of a con- 
flicting duty for the directors in the case of the hat corporation as one 
might infer it with some reason in the case of General Foods. Indirect 
interlocking directorates have to be judged in terms of the relations 
between the interlocked companies and the company in which the 
indirect interlock takes place. 

Mr. Wiuuts. Mr. Chairman, may I ask a few questions? 

Mr. Witson. Yes. 

Mr. Wits. Before getting away from sugar, I would like to ad- 
dress a few questions on that subject. I might preface my remarks by 
saying that I represent the sugar belt of Louisiana, where practically 
all of the continental cane sugar is produced in the United States. 
In your sugar section of the report at page 74 you make this statement: 

Interlocks among sugar producers and between sugar producers and potential 
suppliers or customers were more numerous than similar interlocks in any other 
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branch of the food industry. This was so because raw sugar companies wer 
closely interlocked with each other and with American Sugar Refining. They wer 
also intricately interlocked with dairy products companies, canned food 
vegetable companies, confectionery companies, and beverage manufacturer 


and 


Then the report indicates, by the way, that American Sugar Refin- 
ing is the largest re inery involved in your study. 

On page 74, the same page, you say: 

The relatio Ss among sugar companies were marl y an 1 com 


further on in the report, you say at page 80, and | quote 





lhe direct and indirect interlocks among the sugar companies reflect th: hest 
degree of concentration of joint directorships found in th rd lustr Ss 
Hawaiian sugar companies had direct and indirect ties with ea ther. 7 il 
companies outside of Hawaii were also intricately interrelated with each ot! 
with Corn Products and Staley, the country’s principal producers of « 


rhis pattern of interlocks created both the opportunity and a strong incentive for 
each of these companies to influence the others’ poli | in the Mar 

You use the past tense because you are referring to 1946. Finally 
on that same page you sav: 

American Sugar Refining had several interlocks with potential 
the sugar industry. 

On page 88 of the report this statement is made again relative to 
sugar: 

Such interlocks may readily become the basis for preferential or even ex 
trading relationships to the detriment of the market opportunities of other sugar 
producers, and to the disadvantag 
tition with these large buvers. 


» of other buvers of sugar who were in compe 


Now, in reading your report I notice that the raw sugar producers 
you referred to do not include a single Louisiana corporation or Lou- 
isiana raw sugar producer. 

[ am primarily interested in the raw sugar producer and the farmer 
for whose account and on whose behalf the Sugar Act was intended to 
be designed 

With these statements you have made I want to suggest this history 
in my State and then pose a question to you As I have said, we 
produce primarily raw sugar. The Louisiana sugar grinding seasor 
is during October through December, a period of about 90 days 

In 1949, for instance, when the grinding season commenced, t 
price of raw sugar, the market, was $6.05 per hundredweight. That 
significant because in Louisiana under the provisions of the Sugar Act 
for each 1 cent of the price of raw sugar the farmer gets $1.045 per ton 
for his cane, so that the farmer’s prices are settled exclusively on the 
basis of the price of the raw sugar that the raw sugar mill gets for its 


sugar. 


As I said, at the opening of the market, at the grinding season, the 
price of raw sugar was $6.05 per hundred pounds. The price of 
refined sugar was $8.05 per hundred pounds. Now, during the courss 
of the grinding season of 90 days this is what happened, and thus it has 
happened every year, according to the information I get: The price 
of refined sugar, white sugar, that we use in coffee, to make ginger 
cake or to make Coca-Cola with, remained at $8.05 during the grinding 
season, but the price of raw sugar tumbled from $6.05 to $5.60 pet 
hundred pounds, so that the purpose of the Sugar Act was defeated 
The consumer still continued to pay $8.05 per hundred pounds o1 
8s cents per pound. 
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The refiner, at the commencement of the season, had a margin of 
exactly $2 to take the raw sugar and to bleach it, and to manufacture 
it into white sugar. He, the refiner, got a windfall of 45 cents per 
hundred pounds during the grinding season. The consumer kept on 
paying the same price; the farmer lost 50 cents per ton 

Now, | am fully aware of the fact that the act, the Sugar Act, is not 
administered exactly as we want it to be administered by the De- 
partment of Agriculture, and I know all the arguments that we hear 
from vear to vear that the tumble in price of raw Ssugal during erinding 
is the result of the law of supply and demand. 

Now, on that score I might say that the total consumption of sugar 
in the continental United States in 1949 was 7,000,000 tons. The 
total Louisiana production was 500,000 tons, or less than 10 percent, 
so that the law of supply and demand does not seem to ne to come 
into foree as significantly as the arguments advanced would seem to 
indicate 

Well, from these facts, name ly, the statements in your report of the 
interlocking directorship among the raw sugar producers in Hawaii 
and then the interlocks with these raw sugar producers with the 
American Sugar Refining Co., and other refiners in the continental 
United States, and the fact that no Louisiana raw sugar producer, 
according to your report, is party to these interlocking practices, 
would you draw a conclusion from those facts that, perhaps, the 
Statements you make on page 33: 


] | my . 


Such interlocks may readily become the basis for preferential or even exclusiv 
trading relationships to the detriment of the market opportunities of othe 
sugar producers 

do you think there is any influence against the Louisiana domesti 
industry because of these interlocking directorships? I do not want 
personally to draw any evil conclusions unless I have more facts. 

Mr. Epwarps. I was just about to Say what you yourself last 
mentioned and what your last sentence said forme. Any conclusions 
one drew would be inferences rather than ascertained facts, as things 
now stand, 

What vou can see from this pattern is that certain important sugar 
producers in Hawaii and outside of Hawaii had relationships among 
themselves which could be used to mitigate price competition among 
themselves, either by keeping up their buying prices or keeping 
I mean, keeping down their buying prices or keeping up their selling 
prices, OI both; and that certain sugal producers had relationships 
with important customers which could be used to give them inside 
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tracks in those markets. The report does not show whether these 
things were done in a particular case. 

Now, as to the status of the Louisiana companies, I have to qualify 
my comment this far. I would have to check to see whether these 
companies, any of them. were among the thousand largest manufac- 
turers. If they were not, the report would not have examined them 
and, hence, | would not know whether they belonged in an interlocked 
group or not. If any of them were in the thousand largest manufac- 
turers then the omission of them from the report means that we found 
no interlocks for them. 

Mr. Wruuis. Well, would the facilities of your institution be avail- 
able to me for a little more deep study of this problem? 
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Mr. Epwarps. Well, the list of the thousand largest manufacturers 
appears in the appendix. I will ask Mr. Barnes, who is with me, to 
check that list and see whether there are any companies you recognize 
as Louisiana companies there. That is on page 481. 

Mr. Wi tuts. I meant to say since your report only raises a question 
in one’s mind, I meant to ask, would the facilities of your institution 
be available to give me a little more facts from which to draw factual 
conclusions? 

Mr. Epwarps. So far as we have them. 

Mr. Wiuuis. As to what is going on. 

Mr. Epwarps. So far as we have them we will be delighted to 
give them to you. If it is a question of going out and getting them, 
then it is a question of how our resources stack up against what you 
would like us to do. I shall be very glad to discuss it with you, sir. 

Mr. Wituts. Thank you. 

Mr. Epwarps. The next chart has to do with the relation of certain 
large food companies to each other. 

The company at the left on this chart is General Foods Corp., a 
concern which operates widely in a whole series of foodstuffs. 

There are also on the list in the right-hand column Standard Brands, 
National Biscuit, Borden, National Dairy Products, Best Foods, 
General Mills, and Pillsbury Mills. 

As you see, the chart shows a direct interlocking relationship 
between General Foods, Borden, and National Dairy Products. 

It also shows indirect relationships through which General Foods 
is interlocked with National Biscuit, via three different companies, 
General Electric, American Can, and Bankers Trust Co. of New 
York. 

Mr. SHears. Excuse me, but this is chart 11 on page 102. 

Mr. Epwarps. There is also shown an interlock between the Best 
Foods Co., the third from the bottom in the right-hand column, and 
General Foods via McKesson & Robbins; and also, via the same com- 
pany, an interlock between Best Foods and National Dairy Products. 

We have then direct interlocks between General Foods and leading 
dairy companies, and we have indirect interlocks, which are reiterated 
in character; that is, which occur through more than one company, 
several indirect interlocks connecting General Foods both with Na- 
tional Biscuit and with Standard Brands. 

(The chairman is now presiding.) 

Mr. Epwarps. Now, the relationships of these companies are such 
that we are talking in part about customer relations and in part about 
competitor relations. 

General Foods produces fruit juices, frozen fruit juices; Borden pro- 
duces dried fruit juices. 

National Dairy and General Foods both sell frozen foods. Stand- 
ard Brands and General Foods both sell coffee, important brands of 
coffee, and important brands of baking powder. 

National Biscuit and General Foods both sell breakfast cereals, and 
General Foods sells flour, and National Biscuit uses flour. The con- 
nections are of different kinds, with customers in some connections 
and with competitors in other connections. 

Now, getting away from these simpler charts with which I started, 
now that I hope it is becoming easier to follow lines across the chart 
and see what they mean in the way of patterns, let us take a much 
more complicated one. 
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This chart shows the indirect interlocking relationships between the 
Big Four in the manufacture of electrical machinery. 

Over here on the left edge, one has two directors of Western Electric 
Co. Across the top one has directors of General Electric; across the 
bottom one has the directors of Westinghouse, and over on the right- 
hand side one has certain directors of the Radio Corp. of America. 

Mr. Suears. This is chart No. 31 on page 256. 

Mr. Epwarps. In the center one has a whole series of intermediary 
corporations through which indirect interlocks are established among 
these four companies. 

The banking corporations are Chase National Bank of New York, 
Guaranty Trust Co., First National Bank of Chicago, Bankers Trust 
Co., Chemical Bank & Trust Co. of New York, Mellon National Bank 

& Trust Co. of Pittsburgh. These are the banks to the left. 

Then come two insurance companies, New York Life Insurance 
Co. and Equitable Life; a utility company, American Tel & Tel, which 
of course, is a user of various types of electrical equipment; a railroad 
company, New York Central; and an industrial company, Kennecott 
Copper. 

The CHarrMAN. Is there not a suit presently pending against 
Western Electric and American Tel. & Tel., an antitrust suit? 

i Epwarps. There is an antitrust suit to divorce American 
Tel. & Tel.’s manufacturing subsidiary, Western Electric. 

= yee i Tel. & Tel., you see, are interlocking relationships 
through which you have on the board of that company two people 
from General Electric and three people from Westinghouse, ir. addition 
to its ownership relation to Western Electric. 

On the board of the Mellon National Bank & Trust Co. you have 
three people from Westinghouse and one from General Electric. 

On the board of the Bankers Trust Co. you have two people from 
General Electric and one from RCA. 

On the board of the New York Life you have two from General 
Electric and one from RCA. 

On the board of the Chase National Bank you have one from 
General Electric and four from Westinghouse and one from RCA. 
And so it goes. I shall not try to discuss each connection, but what 
one has here is a pattern of reiterated indirect interlocks, often multiple 
and supported by chains of indirect interlocks, ng h hold these four 
companies together via various other companies in which they are 
jointly represented. Of these other companies, the most important 
single group probably is that of the banks. The picture is that on 
the board of Chase National Bank you have both General Electric 
and Westinghouse and RCA, and on the boards of other banks various 
other combinations of these four large companies. 

The CHaArRMAN. In what respect is the Radio Corp. of America 
a competitor of either General Electric, Western Electric, or Westing- 
house Electric? 

Mr. Epwarps. General Electric Co. and RCA are both manu- 
facturers of radios, for one thing. The data on this appear on page 
256, and following. These companies carry on such large diversified 
operations I have to refresh my memory from the book as to just how 
they overlap. 

As to General Electric and Westinghouse, of course, they operate 
pretty much across the board on electrical machinery of various kinds. 
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Western Electric is primarily a manufacturer of telephone and 
related equipment. 

The CuHarrmMan. Does the Radio Corp. or General Electric or 
Westinghouse Electric manufacture telephone equipment? 

Mr. Epwarps. So far as I know, they do not. There are inter 
connections in the patents and the technology used in these various 
fields, and if I remember correctly, in the study that the Federal 
Communications Commission once made of the A. T. & T., one of 
the substantial problems with respect to A. T. & T., and I take it 
this means for Western Electric as well, was the use of the patents 
and the technology which they got for telephone purposes, when that 
technology was used for nontelephone purposes 

There was an A. T. & T. subsidiary, if I recall correctly, called 
Electric Research Products, Ine., which was set up to exploit the 
nontelephone uses of the A. T. & T. technology, and in that connection 
had to make policies about operation by Westinghouse, RCA, and 
General Electric, as to whether they should be allowed to operate in 
the same fields, whether the patents should be licensed exclusively 
or nonexclusively, and whether, in fact, any of these companies should 
get into a field in which another company was already located, and 
so on. 

RCA is primarily a telecommunications and radio manufacturer 
and Westinghouse and General Electric are both in those fields, along 
with others. I have already covered the general scope of Western 
Klectric. 

Now, the next chart has to do with the large petroleum companies. 

Listed in the left-hand column one has the principal petroleum- 
producing companies of the United States. The connections shown 
to the left of the left-hand column are direct interlocks. Thus 
Sinclair and Richfield Oil Co. have a direct interlock; Richfield also 
has one with Empire Gas & Fuel. When I use the present tense you 
will understand that I am referring to 1946 

Mr. SHears. Excuse me, this is chart 40 on page 360, for the 
benefit of those who want to use the chart 

Mr. Epwarps. Pure Oil and Hickok have a direct interlock; so do 
Mid-Continent Petroleum, Deep Rock Oil, and Crown Centra! 
Petroleum. But more conspicuous, and possibly more significant 
in this case, are indirect interlocks which sometimes create a group 
relationship and sometimes a chain relationship 

The second company in the right-hand column is Chase Nationa! 
Bank. On the board of the Chase National Bank are directors who 
are also on the boards of Standard Oil of Indiana, Standard Oil Co 
of California, Gulf Oil Co., and Continental Oil 

The CHarrMan. I notice that there are no indirect directorates or 
direct directorates interlocked with reference to the Standard Oil Co 
of New Jersey. 

Mr. Epwarps. That is correct 

The CuarrMan. Is it true in that regard? 

Mr. Epwarps. That is correct 

The CuarrMan. And that is because the Standard Oil Co. of New 
Jersey has a rule that a director of the Standard Oil Co. of New 
Jersey cannot be a director of any other petroleum corporation? 

Mr. Epwarps. | do not know whether that rule exists or not 

The CHarrMan. That is the rule 
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Mr. Epwarps. In any case, Standard of New Jersey is conspicuously 
absent with these interlocks with other oil companies, so far as the 
parent oil company is concerned. There are relationships, which are 
in the report, because of the peculiar status they occupy in oil but 
which | had not proposed to go into this morning, among the sub- 
sidiaries of these various companies. It is about the only case in the 
report in which we have tried to trace a part of the pattern of sub- 
sidiaries. Many of these companies are held together also by inter- 
locks through subsidiaries or by joint ownerships 

The CHarrMan. It is very significant that Standard Oil Co. is 
different from these other and competing companies, and apparently 
it does not hurt their business because they do a flourishing business, 
despite the fact that they have not these interlocks. 

Mr. Epwarps. Yes. 

Just as one has a group representation on the board of Chase 
National Bank, one has a group representation on the board of 
Central Hanover Bank & Trust Co. of Chicago. 

On that board you find people who are directors of the Texas Co., 
of Shell Union Oil, and of Tide Water Associated Oil 

On the board of the Natural Gas Pipe Line Co. of America, vou 
have people from the Texas Co., Empire Gas & Fuel, and Richfield. 
So, there are several corporations in which three or more oil com- 
panies have representatives on the board. 

In addition, you have a series of interconnected chain relationships 
here. Let us just follow one or two of them. 

Standard Oil of Indiana, through Continental Illinois National 
Bank & Trust Co., has an indirect connection with the Texas Co. 
Then the Texas Co., in turn, has an interlock through the Central 
Hanover Bank & Trust Co. of Chicago, with two other companies, 
Shell and Tide Water; and through Natural Gas Pipe Line with 
Empire Gas & Fuel, and Richfield. 

If you pick up one of these—suppose we pick up Tide Water 
Tide Water has a connection through Middle West Corp. with 
Ashland Oil & Refining. One could pick up a series of these chain 
relationships connecting the various companies in the group 

The CuarrmMan. Will you explain a bit about the direct links on 
the left-hand side? 

Mr. Epwarps. I started with that, sir. They are direct interlocks 
between Sinclair and Richfield Oil Corp., that is one 

The CuarrmMan. Would that be a violation? 

Mr. Epwarps. I would prefer not to state categorically that an 
interlock is a violation of law. That is a charge that 1 would prefer 
to base on specific investigation 

I would, however, say this: that the relationship is of a kind suffi- 
ciently like those that are violations of the law to raise the question 
whether it is a violation. You will notice these facts are being sub- 
mitted for 1946. We picked that year partly because immediately 
thereafter the Department of Justice started raising questions about 
some of these direct interlocks, and there were appreciable changes in 
the pattern of direct interlocks We wanted to see, apart from the 
disturbances created by that particular campaign, what was the pic- 
ture on direct as well as indirect interlocks. 

Mr. Witson. Doctor, do vou have the figures as to what percent- 
age of these companies, or have you gone that far, are subsidiaries 
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of the original company? For instance, an oil company drilling for 
oil very often strikes gas, and it must have some way to market the 
gas, so that——— 

Mr. Epwarps. Unless you insist on it, sir, | do not propose to go 
into this second petroleum chart, because as you can see, it would 
take some time. 

Mr. Wiison. That is rather complicated. 

Mr. Epwarps. This chart was developed to show a picture pri- 
marily for Standard Oil Co. of New Jersey and Socony-Vacuum Oil 
Co. We were struck, as the chairman was, by the fact that there 
were no connections, direct or indirect, between the top company of 
Standard of New Jersey, and these other top oil companies; so we 
started looking at the affiliates and subsidiaries of these companies, 
and saw this pattern connecting Standard of New Jersey, at the top 
of the left-hand column, with various other companies in the indus- 
try, via subsidiaries and affiliates. 

The CuarrmMan. Then, my statement is not accurate that the 
Standard Oil Co. directors cannot become directors of other oil 
corporations. 

Mr. Epwarps. I assume that they may become direetors of sub- 
sidiaries and that there may be, on the boards of those subsidiaries, 
directors from other oil companies or from subsidiaries of other oil 
companies. The chart shows the extent of such connections. 

The CuarrMan. Let us go back to section 8 and go back to chart 
No. 40, which indicates direct links, that is, a director of the Sinclair 
Oil Co. is also a director of the Richfield Oil Co., and a director of 
Empire Gas & Fuel is also a director of the Richfield Co.; a director 
of Pure Oil Co. is a director of the Hickok Oil Co., and so forth. 

Now, section 8 of the Clayton Act says: 

That from and after two years from the date of the approval of this Act no 
person at the same time shall be a director in any two or more corporations, an 
one of which has capital, surplus, and undivided profits aggregating more thar 
$1,000,000, engaged in whole or in part in commerce, other than banks, banking 
associations, trust companies, and common carriers subject to the Act to regu 
late commerce, approved February fourth, eighteen hundred and eighty-sever 
if such corporations are or shall have been theretofore, by virtue of their business 
and location of operation, competitors, so that the elimination of competition by 
agreement between them would constitute a violation of any of the provisions 
of any of the antitrust laws. 

Now, the criterion and the emphasis is on competition. 

Mr. Epwarps. That is right. 

The CHarrMan. Now, certainly I do not know what the activities 
completely are of these companies that have these direct links, but 
Sinclair Oil Co., to my mind, is a competitor of the Richfield Oil Co., 
and I wonder whether or not that is not a flat violation of section 8, 
and I wonder whether or not the Department of Justice should not be 
asked to check on those direct links to see whether there is or is not a 
direct violation. 

Mr. Epwarps. When you put it in terms of wonder, sir, I would 
share the wonder completely. But when I charge a violation of law, 
I think I should have specifically examined each element necessary 
such violation which means, in this instance, the specific matter of the 
competition between them. 

The Cuarrman. | do not charge violation; that is why I used the 
word “wonder.” 
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Mr. Epwarps. It was because of that point that I answered your 
previous question as I did. 

The Cuarrman. | think in view of the clear wording of the statute 
and the examples of direct links that you give, it seems proper and 
appropriate for the Department to at least make a check, and I think 
it would be appropriate for this committee to ask the Department of 
Justice to check on these direct links. 

Mr. Wixuis. Would vou reread the last qualifying sentence? 

The CHAIRMAN (reading): 

If such corporations are or shall have been theretofore, by virtue of their 
business and location of operation, competitors so that the elimination of com- 
petition by agreement between them would constitute a violation of any of the 
provisions of any of the antitrust laws. 

Now, that would involve, if there is to be a violation, something in 
the nature of an agreement, and then also that that agreement would 
have the tendency to stifle competition. I do not know what the facts 
are, but I should think that the Department of Justice ought to look 
into that. 

Mr. Epwarps. On page 362 of the report, Mr. Chairman, you will 
see that one of these direct interlocks are discussed in direct detail. 
I read from the third line on that page: 

Sinclair Oil Corp., the seventh largest of the oil companies, had a direct tie 
through four common directors with Richfield Oil Corp. 

The footnote is: 

Sheldon Clark, chairman of the executive committee of Sinclair Oil, H. F. 
Sinclair, president of Sinclair Oil, M. L. Gosney, vice president and director of 
Sinclair Oil, and George MacDonald, were directors of Sinclair Oil and Richfield 
Oil. All of these men were directors of both companies in 1946 and in 1949. 

The CuHarrMan. I should think that nonetheless the Department 
of Justice should make some investigation of that situation and I am 
going to communicate, in my capacity as a Congressman, and if the 
other members of the committee would have me do so, in my capacity 
as chairman, and ask them to look into the matter. If there is no 
objection, I think I will do it. 

Mr. Epwarps. Now, we leave petroleum and turn to copper. 
This chart has on its left the names of four copper companies. 

Mr. Suears. One hundred and sixty-six is the page for this one. 

Mr. Epwarps. Anaconda Copper Mining, Phelps Dodge Corp., 
and Kennecott are the big three, and Magma Copper at the bottom. 

There is here a chain of indirect relationships, Anaconda and Phelps 
Dodge both had directors on the board of National City Bank; Anaconda 
and Kennecott both had directors on the board of the Guaranty 
Trust Co.; Phelps Dodge and Kennecott both had directors on the 
board of J. P. Morgan & Co.; no, Magma and Phelps Dodge had 
directors on the board of Newmont Mining Corp. 

In addition Anaconda’s relationship to Kennecott was reinforced 
by the fact that they both had directors on the board of Consolidated 
Edison, and all of the four copper companies had directors on the 
board of Continental Oil. 

Thus one has a group participation in the board of Continental Oil, 
and a series of chain links reiterated—that is, more than one in 
certain cases—connecting the companies through the boards of other 
companies, including one important commercial bank, one important 
trust company, and one important investment bank. 
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The next chart has to do with farm machinery. That appears on 
page 207. 

One has on the left, Minneapolis-Moline Power Implement Co., 
Deere & Co., International Harvester, J. 1. Case, Allis-Chalmers, 
and the Oliver Corp. 

There is here a chain relationship connecting these corporations 
Minneapolis-Moline and Deere both have directors on the board of 
Northwestern Bell Telephone; Deere and International Harvester 
both have directors on the board of Continental Illinois Bank & 
Trust Co.; International Harvester and Case both have directors on 
the board of American Brake Shoe Co.; Case has a director on the 
board of the Crane Co., and there sit International Harvester and 
Allis-Chalmers, both. 

Case also has a director on the board of Northwestern Mutual Life 
Insurance, and there sits Allis-Chalmers and Oliver Corp.; and Allis- 
Chalmers is also connected with Oliver by common directors on the 
board of the Chain Belt Co. 

Now, it is interesting to note not only this chain of relationships, 
but that they occur through a variety of corporations, a bank, a manu- 
facturer of chain belts, a life insurance company, a telephone company, 
and a couple of other manufacturing companies. 

The relationship appears to me to be more significant because of its 
reiterated character, and because of its spread throughout the indus- 
try, than any one of those connections would be in itself. 

The next chart has to do with the steel industry, and is concerned 
primarily with the connections of the United States Steel Co 

Mr. Suears. Page 117. 

Mr. Epwarps. On the left is the United States Steel Corp.; the 
central column here—this is a different form of chart from the others 
the central column lists a series of intermediary corporations, and the 
right-hand column is other steel corporations who in various ways 
might be competitive with United States Steel Corp. So one has the 
steel industry on the extreme left and extreme right, and one has the 
various intermediary companies in the middle. 

Now, this chart shows that the United States Steel Corp. is con- 
nected by indirect relationships to each of the steel corporations on 
the right, but by different channels. Thus it has directors sitting 
with a director from Jones & Laughlin on the board of New York 
Central, which, of course, uses various kinds of steel product 3 

It has directors sitting with a director from General Electric—I 
beg your pardon, from Youngstown Sheet & Tube, on the board of 
General Electric; it has directors sitting with a director from Crucible 
Steel, the fifth one down the list, on the right, on the board of the 
New York Central also. 

With American Rolling Mill it is connected via two intermediary 
companies, Equitable Life Assurance and the Pullman Corp. With 
Inland Steel it is connected twice, once through Northern Trust Co. 
of Chicago and once through the Sante Fe Railroad 

The CHarrmMan. What is meant by the numeral ‘‘2”’ on the top? 

Mr. Epwarps. The number of directors. In the case of Climax 
Molybdenum, United States Steel has one director of American Metal 
Co. and Climax has three. 

Speaking of the boards of intermediary corporations, on the board 
of the Equitable Life Assurance, a director from United States Steel 
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would meet a director from American Rolling Mill, and a director 
from Superior Steel. 

On the board of General Electric he would meet two directors 
from United States Steel, would meet a director from Youngstown 
Sheet & Tube, and one from Superior Steel. 

The CuHarrmMan. Of course, they could not only meet them at the 
meetings of the Equitable; they could meet them on a golf course, 
too, could they not? 

Mr. Epwarps. So far as personal contacts go, I do not think the 
board is as good a place to make a personal contact as the golf course, 
but if one is meeting on the board of General Electric or New York 
Central or Pullman and concerns such as that, which buy steel, it 
would seem to me difficult for the directors of that corporation, which 
is a customer for steel, to do their job in determining how that cor- 
poration shall shape its buying policies for steel and at the same time 
do their job for their various steel producing companies without in 
effect coming to the equivalent of a splitting up of the pie among the 
steel-producing companies. 

The CHarrmMan. Would not the same thing occur if a director of 
Jones & Laughlin and a director of United States Steel were directors 
in a golf club? 

Mr. Epwarps. I would not think so. 

The CHarrmMan. There would be that cordiality and community of 
interest maybe in sports, but it could be carried over into business. 

Mr. Epwarps. I think the cordiality would be as great or greater, 
but when they were discussing the business of the golf course they 
would not be automatically discussing who shall sell steel to the golf 
course, but when they are discussing the business of the Pullman Corp.., 
the Santa Fe Railroad, the New York Central Railroad, they could 
not get very far into its long-term requirements without, in effect, 
dise ussing directly or by implication who is going to supply the steel 

The CuHarrMan. | ‘do not mean by asking these questions to indicate 
my views. I am simply seeking your expert advice. 

Mr. Epwarps. Whether it is expert or not, I have tried to express 
what seems to me to be the difference. 

Mr. Wixtson. It would depend, too, on which one was sinking his 
putts that day. [Laughter.] 

Mr. Epwarps. Now, the interlocking relationships appear not only 
as concerns United States Steel but also in other connections. 

This chart, which appears on page 123 of the report, has to do with 
various steel companies shown in the left-hand column, and various 
companies which are here described as the Cleveland group, the Mellon 
group, and the Peoples First National group, in the center column; 
Jones & Laughlin, National Steel, and United States Steel in the 
right-hand column. 

The significant part of this picture that did not appear in the other 
one is interconnections among the companies in the left-hand column 

Now, here one has, for example, a direct interlock between Crucible 
Steel and A. M. Byers Co. One has a diree ; interlock between Byers 
and Sharon Steel; another direct interlock between Byers and Pitts- 
burgh Coke & Chemical; Alan Wood Steel and Pittsburgh Coke & 
Chemical, two directors in common; Pittsburgh Steel and Pittsburgh 
Coke & Chemical, three directors in common; Pittsburgh Steel and 
Alan Wood, one director in common, and so on 
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The CHaArrMAN. Of course, in addition to liaison between these 
banking outfits and the steel companies there are other liaisons, like 
in aluminum. 

Mr. Epwarps. Correct. 

In the central group one gets some of those. For example, at the 
beginning of the second grouping in the central column appears the 
name of the Mellon National Bank & Trust Co. You will find on the 
board of that company three directors from Crucible Steel, four from 
A. M. Byers, and one from Superior Steel. 

Just below that is the board of the Gulf Oil Corp., with one from 
American Rolling Mill, and one from A. M. Byers. 

Just below that is the Koppers Co., with one from Crucible, one 
from Superior Steel, and one from Granite City. 

At the bottom of that group is Westinghouse Electric, with people 
from the board of American Rolling Mill, Crucible Steel, and two from 
A. M. Byers. 

You will notice that A. M. Byers is a peculiarly strongly inter- 
connected company in that group. 

The CuarrMan. What is the company? What does it do? 

Mr. Epwarps. Will you check its exact range of manufacture? 
I am informed that it is the largest producer of wrought iron. 

You will notice in the top group a connection between Youngstown 
Sheet & Tube and Interlake lron through directors on the board of the 
Cleveland Trust Co. 

You will notice a connection between National Steel, over here at 
the right, and Youngstown through directors of the board of the 
National City Bank of Cleveland, and between Jones & Laughlin, 
Republic, and Youngstown, through directors on the board of Cleve- 
land Cliffs Iron, Cleveland Trust Co., and 

The CHarrMan. What do these perforated lines mean? 

Mr. Epwarps. They indicate certain stock ownership. This was a 
chart on which we had some stock information, so we put it on there. 

Similarly in the bottom group, the direct connections I have traced 
are reenforced by various indirect connections. 

The Peoples First National Bank & Trust Co. had on its board a 
director from the Wheeling Steel Corp., in the first group, and also 
Pittsburgh Steel, Alan Wood Steel, Follansbee, and Pittsburgh Coke 
& Chemical, and these bottom companies, with the exception of 
Sharon Steel were also jointly represented on the boards of Pennsyl- 
vania Bankshares and of Pennsylvania Industries. So they sat 
together as a group on the board not of one company, but of three 
different companies. 

The CHarrMAn. Will you identify the Hillman group, please? 

Mr. Epwarps. On page 128 there is a two- or three-page discussion. 

Would you like a portion of that put into the record? 

The CuHarrMAN. Yes; put it in the record so that we will understand 
who the Hillman group are. 

Mr. SuHears. That is page 128. 

Mr. Epwarps. That is a group centering around the Peoples First 
National Bank & Trust Co. in Pittsburgh, and is supposed to consist 
of corporations in which John H. Hillman, Jr., has a substantial 
interest. The companies that fall into the group are listed on pages 
128 and 129 of the report, and on page 129 appears a discussion of 
connections between Hillman and the various companies in this group, 
and outside. 
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Now, I have been running through a series of charts which illustrate 
various types of connection between competing corporations. This 
is the last of that series in which the primary emphasis is on relations 
between companies that are or might readily be in competition with 
each other. 

Mr. SHears. That is page 425 

Mr. Epwarps. This one is concerned with the International Paper 
Co. and other paper companies International Paper Co. appears at 
the top of the left-hand column Below it are a series of other com- 
panies 

The CuarrmMan. What page is that again? 

Mr. SuHrars. Page 425 

Mr. Epwarps. Those are other companies producing paper or var- 


ious specialty twpes of pape International was connected with 


many of these companies, but by different routes 

International had a director in common with American Writing 
Paper Corp. on the board of Chase National Bank It had a director 
in common with the Container Corp. of America on the board of Col 
cate-Palmolive-Peet, which uses a good many containers 

It had a director on the board of the Flintkote Co., and so did the 
Kimberly-Clark Corp. 

On the board of the Underwood Corp. it had a director, and there 
also were people from the Kimberly -Clark ¢ ‘orp and the United States 
Playing Card Co 

On the board of National Cash Register, International Paper was 
present, and so was also the Mead Corp 

On the board of United States Gypsum, you do not find Inter- 
national Paper, but it was linked with the Container Corp. through 
Coleate-Palmolive-Peet, and now you find the Container Corp linked 
with Cornell Wood Products on the board of United States Gi psum, 
and the Container Corp. linked with Northern Paper Mills on the 
board of Chicago & Northwestern Railway; and then you find 
Northern Paper Mills linked through Bucyrus-Erie with Nekoosa- 
Kdwards Paper Co 

In addition, vou have among the companies in the lower part of the 
chart a number of direct links which are shown by lines running slightly 
out from the left-hand column straight down, and then into the other 
corporation There were direct links between Northern Paper Mills 
and Nekoosa-Edwards; between Kimberly-Clark and United Wall- 
paper, and between Kimberly-Clark and United States Playing Card; 
and between United States Playing Card and Sorg Paper Co.; and be- 
tween the Mead Corp and Scott Paper ('o 

Mr. Witson. Of course, Doctor, the Robinson-Patman law would 
prevent these companies or their interlocking directors from giving 
their own companies, their preference companies, as might be indi- 
cated, any preference in price, would it not? 

Mr. Epwarps. I am not sure that it would, sir, in view of the 
recent decision of the Supreme Court in the Standard of Indiana 
case; the most, I think, we can say is that it would prevent them 
from giving a preference in price unless they could either show that 
some other company had done it and they were meeting competition 
or they could show a cost defense of some sort. 

The CHatrmMan. What is the last? 
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Mr. Epwarps. A cost defense. So far as preferences other than 
via price are concerned, such as preferential access to scarce supplies 
or speed of delivery 

Mr. Wiison. Of course, when supplies are scarce there is rlways a 
chance that their own subsidiaries and their own corporations in 
which they have an interlocking directorate would be favored; I am 
sure some of them do. 

Mr. Epwarps. That is quite possible. If your point is that an 
interlocking directorate is not an answer to all business questions, | 
feel confident it is not. 

Now, I turn to the second of the main types of relationship. I shall 
try to run through it more rapidly than the first. It is the vertical 
relationship between a concern and its customers or between a concern 
and its suppliers. 

The charts we have been through have had some of these relation- 
ships in them, but that is the principal point of the charts from her 
on out. 

Mr. Suears. Page 70 is the next chart. 

Mr. Epwarps. The next chart is the National Biscuit Co. and 
various suppliers of that company. 

National Biscuit appears to the left of the chart; the intermediary 
corporations are in the center, and the suppliers at the right. 

National Biscuit Co., for example, is directly interlocked with 
American Sugar Refining Co. and, of course, National Biscuit is a 
significant user of sugar. 

That direct interlock is reenforced by indirect interlocks via the 
Pennsylvania Railroad and American Smelting & Refining 

National Biscuit is indirectly interlocked with General Foods 
through three different companies, American Can, Bankers Trust 
Co., and General Electric 

It is indirectly interlocked with National Dairy Products, through 
General Electric. It is indirectly interlocked with Armour through 
United States Steel and with General Mills through Manufacturers 
& Traders Trust Co. of Buffalo 

The colnparies shown in the right-hand list are without excepto! 


producers of commodities which are used to a significant extent i 
manufacturing products that National Biscuit makes 

Now, the next chart has to do with another large « ompany, but this 
time it is with its customers that the interlocks are shown, or rathe 
with customers for the type ef products that it makes rather thar 
its suppliers. 

The ce mpany on the left is American Sugar Refining Co. and the 
chart appears at page 54 ol the re port, 

The companies on the ri rot are various types ot users ol sugar 
There is a direct intertock with the Borden Co ,and a direct interlock 
with the National Biscuit Co. Each of these interlocks is reinforced 
by two indirect interlocks, in the case of the Borden Co. by indirect 


interlock via the Chase National Bank and Westinghouse Electric; 
and in the case of National Biscuit by indirect interlocks via the 
Pennsylvania Railroad and American Smelting and Refining 

In addition, American Sugar Refining has indirect connections with 
National Dairy Products, twice via the Metropolitan Life Insurances 
Co., and the Manufacturers Trust Co. of New York: with Distillers 
Corp.-Seagrams twice via the same companies 5 with National Dis 
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tillers Products Corp. twice via the Underwood Corp. and Penn 
Mutual Life Insurance; and with other companies shown on the 
right-hand list, through one interlock for each company. 

Now, those other companies include a couple of confectionaey com- 
panies, a bakery, another milk company, two other baking companies, 
three soft drink manufacturers, Pepsi Cola, Coca-Cola, and Canada 
Dry Ginger Ale, and another liquor company. 

Mr. Suears. This chart appears at page 84, for the purposes of 
the record 

Mr. Epwarps. The next chart, which appears at page 242 in the 
report, has to do with steel producers and machinery companies 

We are concerned here with what may be in part a customer reia- 
tion and in part a supplier relation. The machinery companies use 
steel, and some of them, at least, supply equipment that the steel 
companies use. 

On the left we have the various important steel producers. On 
the right we have the machinery companies. 

Republic Steel has a direct interlock with International Business 
Machines. All of these are direct interlocks. 

Youngstown Sheet & Tube has a direct interlock with Addresso- 
graph-Multigraph Corp. and also with Emsco Derrick & Equipment 
Co. 

Inland Steel has an interlock with International Harvester; Armeo 
with National Cash Register, Cincinnati Milling Machine, and Rock- 
well Manufacturing. “Those are illustrative of relationships that run 
on down the list 

It is significant, I think, that the interlocks are direct. I think it is 
also significant that when you tend to find one type of company inter 
locked with one steel manufacturer you find a company producing 

r 


somewhat similar products interlocked with another steel manufac- 
turer That seems to me to be illustrative of what the Chairman of 
the Commission called vesterday the “dancing partner”’ relationshi 
When there is some reason to believe that a partic ilar part of the 
market may be preferentially tied to one supplier, the other supplier 
would do well, 1f he can to go out and tie another part of the market 
to himself for fear he gets left out in the cold 

The last of the charts on this particular subject has to do witl I 


glass comMmpansles 

Now, actually this chart, from page 444 of the report, covers two 
different tvpes of relationship: One in the top part and one in the 
bottom part The top part deals with large glass manufacturers who 
are potentially competitive, but who specialize in different kinds of 
glass production 

Libbey -Owens-Ford and Owens-Illinois Glass Co., appeal in the 
left-hand column. The next column to the richt does not contain 
the names of companies, but the names of directors, so that the indi- 
viduals listed in that column are directors of these two companies, 
and the lines shown show direct interlocks between Libbey-Owens- 
Ford and Owens-Illinois through the fact that the named individual 
appears on the board of both companies 

You see then that Libbev-Owens-Ford has four directors who are 
also directors in the board of Owens-Illinois. 

In addition there are also certain indirect connections through two 
of the same persons and two other persons from Owens-Illinois in the 
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in view of the direct connections, the Toledo Trust relationship dox 


fact that these persons sit on the board of the Toledo Trust Co.: but 


‘ 
not seem to be particularly important 
Now, here we have a relationship which is a little different fro 


some of these other competitive ones The concerns quite possib!| 
do not compete with each other in anv such sense as would mak 


direct connection between them suspect under section 8 of the Clayt 


Act, but the question arises whether the fact that they do not compet 
with each othet lnk View of the ense with wh ( hy they Co ld do so. 1 


anv respect explained by the close connection of their two boards 


Mr. Witson. You think it might indicat: 


) 


vidin of territory o 


something of that sort’ 
Mr. Epwarps. I think that large and well-established compani 


have a certain incentive to look where the competition is softer rathe: 
than to the invasion of each other’s fields under most cire ImMstances 
and when they also have four directors in common, | should thin! 
that fact would he Ip to keep the incentive very vivid in their minds 

Mr. Suears. | can tell the chairman that during the tral of thi 
case evidence Was in that they had divided their fields, so that the 


evidence inh the Libbevy-( Iwens-Ford cease which | Was 1n charee oO} 


indicated that the interlocking directorships did have a relation in 


dividing fields 
Nir. NicC 1 LLOCH What Wis the outcome of that cas , 


Mr SHEARS A consent decree was entered in which the various 


companies had to divorce themselves from each other by long-tern 
contracts They also had to dissolve thew relationships through 
trade organization and the trade organization and association itse] 
1 


was dissolved Their patents which had been exchanged between the 


companies rovalty-free, were made public patents and were mace 


available to anyone who wanted them rovalty-free and there was 
whole series, about 40 or 50 other provisions which are minor com 
pared to those I have given you 

Mr. McCuttocnu. That was a case that was heard by Judge Kloeb 
is that correct? 

Mr. SHears. That is correct 

Mr. Enwarps. Now, the other portion of this chart has to do wit! 
the relation of two glass manufacturers with potential customers 
That has to do with the manufacture of elass Lest it be confusing 
let me state that the left-hand column, the center column, and th 
right-hand column contain the names of companies, whereas the tw 
intermediate columns contain the names of individuals who ar 
directors in those companies. 

Thus this set of lines means that the Anchor Hocking Glass Co 
through its director, Ernest Stauffen, Jr., had a direct interlock wit! 
the Coca-Cola Bottling Co. and with Sharp & Dohme. maker o 
various pharmaceuticals 

These other interlocks are indirect interlocks They are « omparabl 


} 


to the indirect interlocks that we have been looking at. although the 


a 


} 


{ 


chart is so drawn that they seem to be more indirect. Anchor Hocking 


Glass had a director on the board of Manufacturers Trust and on that 
board also were four directors who came from National Dairv Prod 
t7 T> : 


ucts, Distillers Corp.-Seagrams, American Home Products Cor p., an 
Anheuser-Busch, users of glass bottles. 
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Anchor Hocking Glass had a director on the board of the National 
City Bank of Cleveland. On that board was also a director from 
the Brewing Corp. of America. 

Thatcher Glass had a director on the board of the Marine Midland 
Corp., and there he met a man who was both director of Anchor 
Hocking Glass and a director of Coca-Cola and Sharp & Dohme, so 
that indirect interlock was both with another glass company and with 
two customer companies 

Mr. MceCuttocu. | would like to inquire from Mr. Shears if this 
direct interlocking of directors in the Libbevy-Owens case was brought 
to the attention of the court and if there was any comment thereon 

Mr. SHears. The case was so complicated that | am sure it was 
brought to the attention of the court, but I don’t believe the court 
commented specifically on that particular phase of the case. They 
had not only patent interlocks but cartel interlocks, and it was a case 
that had so many ramifications | do not think he commented particu 
larly in any part of the case; it was not purely on interlocking ré 
tionships that the case was bro ight 

Mr. Enywarpbs. I should like to conclude with three charts which 


were originally prepared to show the many interlocks between three 


corporations and other lar ze comm patriles but | wish to usé the m fora 
different purpose 
[ said at the beginning that the fact that we analyzed all of this 


information by industries meant that we might lave missed certain 


connections between the manutacturmg companies | could have 
said with much greate! emphasis that the fact that we we) neerned 
primarily with the interlocks of manufacturing companies meant that 
we would necessarily understate and not fully envisage the manifold 
interconnections of certain great central financial u tions 1d 
since these last three charts are at least suggestive in that direction 
| wish to use th m for that purpose rather tha fol th burpose [ol 
which they were draw 

This chart, then, which appears on page 195 of the repor should 

Y ipanies in t { nat ; a 


be thought of in terms of the com 
company at tl 

In the center we have the Central Hanover Bar & Trust Co 
Bankers Trust Co., Chase National Bank, Mut 


| ] ‘ . | 4 
With only four connection to companies on the right and one to a 
Company on th ett 0 no vel mportan this pl 

mn : 

but ou see there I nninge out from ( } Nati Ba 


‘ > al i | lin. 
Mutual Life Insurance and Central Hanover Bank & Trust Co. lines 


, » as " 
of connection to manv of the corporations shown it the right-hand 


column and also to Babcock « Wileoy shown 1n the left hand column. 
Now these corporations l th lit hand col Imn are no small 
potatoes Pullman, United Aireraft Chrvsier, General \lotors, 
American Smelting & Refining, Phelps Dodge, Kennecott, Anaconda, 
Armco, United States Steel, United Shoe Machine In tional 
Paper, United States Rubber, B. F. Goodrich, ‘Good Allied 
Chemical. Unton Carbid the Texas Co., Tidewater O Shel Co 
tinental, Standard of Indiana, Standard of California, Gulf Oil 
Jorden Crem al Foods, (meri an Sucar Refining ('o Corn Pro tucts 


Refining Co., Standard Brands, National Distillers, General Mull 
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RCA, Westinghouse, General Electric, and J. P. Stevens That is 
very good directory of important American corporations. 

The concern on the left is not unimportant, Babcock & Wilcox, and 
the extent to which these corporations are represented on the boards 
of certain key financial institutions appears rather clearly in this chart 

The next chart, which appears on page 196 of the report, differs in 
the fact that there are different financial institutions. The manufac 
turing companies are mostly the same companies; not all of the sam: 
ones; some are omitted and five new ones are added 

The financial companies that are mentioned here include Prudential 
Life Insurance Co. and Guaranty Trust Co. and Morgan, Stanley & 
Co., which were not on the previous list of financial institutions 

The CuHarrma You took the American Can Co. as an ample 
because they had directors on all those financial institutions mentioned 
in the middle of the chart. 

Mr. Epwarps. That is correct. On the left is American Can 

The CHarrman. And American Can is on the Morgan, Stan! 
board, Mutual Life board 

Mr. Epwarps. Guaranty Trust 

The CHarrmMan. Bankers Trust 

Mr. Epwarps. And Prudential Insurance Che coneerns which 
appear in the right-hand column and which were in the previous chart 
as well, which is most of the concerns, have directors on 1 or more of 
the 5 financial institutions mentioned on the other chart; and here 6 
concerns have directors on the board of Prudential Life and 13 have 
directors on Guaranty Trust, which were not on the other chart. 

In other words. the presence of a director from each of a large num- 
ber of Important manufacturing corporations on the board of a central 
financial institution is quite a common thing, and again for a large 
manufacturing corporation to have one of its directors on each of a 
number of boards of a number of financial institutions is quite a 
common thing 
] 


nere 1s 


The ('H AIRMAN ()f course, that dos snot necessarily mean 


any connection between American Can Co., the one company on th 
left. ; l oll ¢] her oc . nadir { — } | ] ‘ +} 
eTt, and ath these ovine! companies mndires in cKed oO on tire 
right? 

Mr Epw ARDS [t does not mean any more than it woul imean as 
between companies that appear on the right. The exact significance 


of this is a matter that is difficult to state 

Mr. WiLson It would take a de tailed study of each situation would 
it not. before you could accurately state it? 

Mr. Epwarps. Well, if vou could generalize, | would think it would 
be along these lines that ‘the larce corporations of the United States 
the large manufacturing corporations, tend to be represented at a few 
points on financial corporations so broadly that it might be reason- 
able to expect the policies of those financial institutions to be heavily 
influenced by whatever group interests or community of interest there 
may be among the large manufacturers, and that, in turn, insofar as 
there is any common attitude toward manufacturing policies, price 
policies, expansion policies, or what not on the part of certain Key 
financial institutions, that attitude ought to become influential very 
widely among the manufacturers in this country. 

The CHatrMan. Under the present system that we have it would 
be quite natural, for example, for the Guaranty Trust Co. to get on 











STUDY OF MONOPOLY POWER 73 


its board as directors men who represent very large manufacturing 
entities, like the names of those mentioned on the right. They 
would want that for purposes of getting their business and their 
deposits and the deposits of their customers or distributors or sup- 
pliers, and so forth, and I happen to be a director of a bank and 
naturally our bank tries to get whenever there is a vacancy somebody 
who represents a large entity, so that we can attract the deposits of 
that entity mto our bank. You cannot avoid that 

Mr. Wiison. Certainly there is nothing wrong with it 

The Cuarrman. There is nothing wrong with that 

Mr. Epwarpbs. From the bank’s point of view it is significant insofar 
as it may lead to deposits and loans; from the company’s point of view 
it is significant in that it may give better opportunities tor credit. 
The question would arise as to whether it may in any sense tend to 
create preferential access to any credit, and as to whether it may 
in any sense tend to freeze out financial institutions which are not in a 
position to get such distinguished depositors. 

The Cuarrmanx. My bank is a small bank in comparison, I can 
assure you, but I do agree with you that there might be the danger of 
that group influence that you very ably explaine: 

Mr. Epwarps. | have tried not to overstate it. It is intangible, 
it is rather difficult to trace just how much importance it may have. 

Mr. SHEARS. That issue is b Ing tried out now in the ease against 
the bankers 

Mr. Epwarps. I was just about to say that the Department of 
Justice is charging that as to investment bankers there are com- 
munities of interest in bringing about flotation Whether that 
charge is true, we do not vet know 

The third chart, which appears on page 197 of the report is like the 
others and so is the purpose for which I introduce it. I introduce it 
merely because it contains three new financial institutions and _ six 
new manufacturing companies. 

Mr. Wiiurs. But the pattern is the same? 

Mr. Epwarps. The pattern is the same; yes 

Mr. Witson. Doctor, let me ask you one question about something 
we were talking about yesterday 

Mr. Epwarps. Yes 

Mr. Wiuson. I believe I asked you if you could give us the number 
of corporations that were in existence at the start of your period of 
comparison, and that Senator Mead talked about, at the end of that 
period. Do you have that information? 

Mr. Epwarps. Yes; I have some information here on that. I 
can supply both the number and also some indication of the size. 

The Survey of Current Business for June 1949, published by the 
Department of Commerce, reported that the number of business 
firms in 1940 was 3,382,800; that in 1948 there were 3,964,700. That 
is an increase of 17 percent in number of business firms. 

The CHarrman. What was the first year? 

Mr. Epwarps. 3,382,800. 

The CHarrMan. The first year 

Mr. Epwarps. 1940 I will be glad to file the statement, if you 
wish. 

Mr. Witson. Was what? 

Mr. Epwarps. 3,382,800. 
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Now, that is business firms, not manufacturing firms 

The number of manufacturing firms was 226,700 in the first vear, 
319,800 in the second year; that is an increase of 41 percent 

Mr. Wiison. I believe you stated—pardon me 

Mr. Epwarps. Now, for 1944 the figure was 246,000 and the 
increase between 1944 and 1948 was 30!) percent 

The CHarrMan. In 1940 the manufacturing corporations wer 
226,700 and in 1942, 319,800. | 

Mr. Epwarps. In 1948 it was 319,800 

Now, we have some figures available as to the sizes of the firms 
that were added between 1944 and 1948. That information is not 
available for the first part of the period 

In the years 1944 to 1948, inclusive, 87 percent of the new firms 
emploved fewer than 8 persons and 96 percent employed fewer than 
20 persons, and 99 percent employed fewer than 50 persons 

The CHarrMan. That is an awful lot of small businesses that were 
organized, many of whom went. busted and went out of business 

Mr. Epwarps. In other words, what was happening was that a 
very large number of very small businesses were getting started in 
the period which included the end of the war and the transition to 
peace. I| believe this matter, Mr. Chairman, was discussed befor 
your committee by Mr. T. K. Quinn, who made a comment that he 
did not think that an increase in the number of firms of this character 
was any more significant as a means of reducing the power of the 
largest concerns, than an increase in the number of Russians as a 
means of reducing the power of the Politburo I do not want to 
suggest, of course, that big business has power anything like that of 
the Politburo 

The CuHarrMan. In other words, the Russians may have multiplied 
enormously but that did not lessen the power of the Politburo 

Mr. WILSON In that connection | asked you some thine about the 
insurance business in which it was testified that the number of the 
companies in a certain 10-year period—and that was unquestioned 
increased from three hundred and eighty-odd to five hundred and 
eighty companies. I noticed, | remembered that Mr. Lincoln of the 
Metropolitan Life Insurance Co. did testify on the subject, as did 


several others, but I only found this one. Here is what he said 
On the other subject—that is, monopoly—there is certainly no monopoly 

the life-insurance business Some companies are larger than others, but the 
very largest falls short of 20 percent of the total amount of insurance in force or 
of the total amount of assets held by all compani« and there are 584 companies 
in the field Besides a matter of relative size, the -called larger companies 
have been exhibiting a slower rate of growth than the newer companies or for 
the business as a whole. 


I do not believe that statement was disproved or even challenged 
by any witness that we had. I may be mistaken about that 

The CHarrRMan. I think you are correct 

Mr. Epwarpbs. | am not familiar with the facts about imsurance, 
Mr. Congressman. 

Mr. Wiison. While the big companies did grow, I think the testi- 
mony shows that the smaller companies did grow im proportion to a 
larger extent than the big ones 

Mi Ip arDs. I was about to add that | think he was focusing 

| ] 


attention on the right matters, that to my mind what is Important In 
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discussing the significance of bigness in any field, is the proportion of 
the total that the big companies have. 

Mr. Witson. J think so. 

Mr. Epwarps. And whether that proportion is increasing or de- 
creasing, rather than the total number of concerns in the field 

The Cuarrman. | think the situation may be even a little different 
since Mr. Lincoln testified. 

Mr. Witson. It may be. 

The CHarrMan. Because the amount of insurance that has been 
taken out in the last vear is far greater than any prior yea! 

Mr. Witson. Well, annuities have gotten so large and common 

The CHarrkMan. Are you finished? 

Mr. Witson. Oh, ves; I just wanted to put that in the record 

The CHarrman. | just want at this point to put some data in the 
record and I think for the purposes of this inquiry and for the purposes 
of students who may wish to study this problem, 1 want to insert in 
the record in conjunction with your fine presentation, Dr. Edwards, 
and the presentation of Chairman Mead, the following material! 

Page 158 of the Structure of the American Economy, a study under- 
taken by the National Resources Committee, together with two 
charts Fale in that publication. 

The National Resources Committee studied the interrelationships 
between 200 of the largest nonfinancial corporations, and the 5 largest 
financial corporations in 1935, and found with regard to interlocking 
directors: (1) Only 25 of the corporations had no directors in common 
with at least 1 other corporation on the list; (2) 400 men held nearly a 
third of the 3, 044 directorships on the boards of 


3) 15] ‘a these 250 corporations each had interlocking directorships 


250 cor porations: 


with at least 3 othe ‘rs In the group. These 151 corporations comprised 
three-quarters of the combined assets of the 250 
The documents referred to follow 


Excerpt From STRUCTURE OF THE AMERICAN Econom N oO? REsoUI 
COMMITTEE (PP. 158, 159 


rHE CORPORATE COMMUNITY 


If eac corporat wa ! er lite inden { r ¢ ’ 
management and subject only to market controls i s development of poli 
the structure of nonmarket controls might be of only secondary importanes lr 
fact, however, there is a great deal of interrelationship between corporate manag 








ments. Partly throug! feriocKking lirectorates partis tn igh the activitte of 
the major financial institutions, partly through particular interest groupings, part 
through firms rendering Jegal, accounting, and similar services to the larger corpo 
rations, and partly through intercorporate stockholdings, the managements of 
most of the larger corporations are loosely brought together in what might bi 
called the corporate community 
INTERLOCKING DIRECTORATES 

The formal interrelationships between tl arger corporations brought al 
through interlocking directorates can be seen by examining lirectora f 
200 largest nonfinancial corporat ons and the 50 largest financial corporations 
alread sted in chapter VII.! In 1935 only 25 of these corporations had 
director in common with at least 1 other corporation ¢« ( { One corpora 
tion, the Western Union relegrap ( terioeked I r corpo 
rations T he st An I lic if T of the rlocki y { | ( wy « rp i 
tior in chart I, which show ull t terloc en f e 100 

See al 

A ppend II 
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corporations having the most interlocks and between these and all the other cor 
porations in the list of the 250 largest. The 100 corporations with the most inter 
locks are listed in the vertical columns in order of the frequency of interlocks 
while the same corporations plus all the others among the 250 corporations with 
which they interlock are listed horizontally. The interlocks are indicated in thx 
respective squares." Other interlocks not shown in the chart are given in appen 
dix 12, table VI. 

Altogether there were 3,544 directorships on the boards of these 250 corpora 
tions in 1935, and these positions were held by 2,725 individual directors. The 
distribution of the directorships, among individuals, is shown in table III se 
tween them, 400 men held nearly a third of these directorships, 1,000 men held 
over half. 


TABLE ITI. Number of directors and their holdings of directorships in 200 largest 


nonfinancial and 50 largest financial corporations, 1934 


Total r niin Cumulative imber 
Number of directorships held by a single ne ne , as “ta 
individual ral 
) Directorship 
9 ) 
8 24 } 
7 f 42 7 
f ( t 1] 
7 ) ) 20 
4 48 2 x 208 
1 "1 185 704 
9 ( f 488 1.310 
] 2, 234 234 2,722 3, 544 
rotal 2, 722 +4 
Source: See App. l 2 Vil 
TABLI IV. ( yr poratior interlo king with 1 o ” e othe orporalttons among 
00 largest nonfinancial and 50 largest financia orporations, 193 
. ‘ Ww | 4 yr 
r t r pan 
rype of cory 
rat | } } 
Pe 
A \ i 
] r ¢ 4 ) $ ‘1 : { t H4 . 
Utilit $ 2 $ 22, 88 ” } YY D f 40. ¢ 63.¢ 
R r ; ) R74 S 2 } 0 } { S4.4 
Bank f , ‘ “ “| 9 ) ge] 
Other finan ‘ 4 8 15 & 4 Q 
All corp 
ratior 9 1 914.2 29 on x Q & 48 & 83. 857. ¢ 
ree: Number rt I, ch. IX le VI he asse 
re obta 1 fr apy I i ay lix 12, tat I 
The extent of this interlocking and the magnitude of the assets involved ar 
indicated in table I\ Out of the 250 corporations, 151 companies, whose assets 


amounted to nearly three-quarters of the combined assets of the 250, were inter 
locked with at least 3 other companies in the group. There can thus be no ques 
tion of the very extensive formal interlocking of the large corporations 


Just how important for policy formation these interlocks may be is a much 
more difficult matter to determine. It would be easy to overestimate their im- 
portance, since many directors are relatively inactive On the other hand, it 
might. be equally easy to underrate the influence on policy which results from the 
climate of opinion developed in part through these interlocks. That the inter- 
locks are not primarily brought about through inactive directors 


gested 


is sug 
2 Tt should be noted that nee the chart sets forth th ntar if ict rr tic wit! 
tions, each interlock between the 100 corporatior 


corporations interlocked, 
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STUDY OF MONOPOLY POWER 77 
by the fact that 59 of the 83 directors holding 4 or more directorates in this group 
of corporations were in an active position in at least 1 of the corporations they 
served, being chairman of 1 of the boards, a member of an executive or finance 
committee or an executive officer of the corporation.“ Such men are likely to 
take a responsible share in the development of policy in any corporation in which 
they hold a responsible position. But until more study has been given to the 
process of policy formation, the actual role of interlocking directorates cannot 
be clearly determined. 

The CHarrMan. J want to put in the record what I term for con- 
venience ‘Exhibit A,” which is a table prepared for me by the Legis- 
lative Reference Service of the Library of Congress showing the 
interlocking directorates among the 25 largest corporations in the 
United States 

This table shows that 48 men were directors in more than one of 
these 25 companies and held 105 out of a total of 556 directorships. 

The document referred to follows: 


Exutpir A 


INTERLOCKING DirRECTORATES AMONG THE 25 LARGEST CORPORATIONS IN THI 
UNITED STATES 

This study shows the interrelationships between the 25 largest corporations in 

the United States as the result of interlocking directorates These companies 


were selected on the basis of total assets on December 31, 1949 

The directorate of each of these companies was examined to obtain the directors 
each had in common. Sources used were Poor’s Register of Directors and Execu- 
tives, 1950, and Standard Corporation Records, both published by Standard & 


Po r’s 7 rp 


he boards of directors of these 25 corporations had a total of 556 directorships. 
Of this total, | man held four directorships, 7 held three each, 40 held two each 
and 151 he Id only one Th is 48 men wert director mn more than ¢ ‘ f these 
25 companies and held 105 directorships in all. 

I 25 companies included in this study and the number of directorshi held 
by the directors of each corporation on the boards of any of thi ther 24 com- 
panies are shown below: 

( ) ed by nun ' 

1. General Motors Corp 10 
2. American Telephone & Telegraph Co Q 
3. Chase National Bank Q 
Metropolitan Life Insurance ¢ Q 

5 Mutual Life Insurance Co. of New York g 
6 | I. du Pont de Nemours & ( 7 
6 


7. Pennsvivania Railroad Co 
& Lnited States Steel ( orp 0 


9. Bankers Trust Co 


10. Guaranty Trust Co 
11. Prudential Insurance Co. of America 5 
12. National Citv Bank of New York t 
13. New York Central Railroad Co { 
14. Equitable Life Assurance Society of the United States 3 
15. Southern Pacifie Co ; 
16. Continental Illinois National Bank & Trust Co : 2 
17. First National Bank, Chicago 2 
18. John Haneock Mutual Life Insurance Co 2 
19. Northwestern Mutual Life Insurance Co 2 
20. Bank of America National Trust and Savings Association l 
21. Manufacturers Trust Co l 
22. New York Life Insurance Co ] 
23. Security First National Bank of Los Angeles l 
24. Travelers Insurance Co 
25. Standard Oil Co. (New Jersey 0 
LUD 


Total ; 
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The 18 direc tors hold ng these 105 interloc} ing directorships al d the c rpora- 
tions among these 25 on whose boards they hold directorships are shown below 
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The CuarrkMan. I wish to insert exhibit B, prepared for me by the 
Legislative Reference Service and showing the directorships held in 
other companies by the directors of the Mellon National Bank aN 
Trust C'o. Parenthetically, | might note that three of these directors, 
including Richard King Mellon, chairman of the board of the Mellon 
National Bank & Trust Co., are directors of the Alumint 
America The children of the Mellon fas ly ‘ parently 
stantial stock holdings in trust for them in the Aluminum Co. of 
Canada 

he document referred to follows 


lt) (‘o of 
! 
hve sub- 


Exurpir B 


DirREcTORSHIPS HELD IN OTHER COMPANII BY THE DirectToRS or M1} yN 
NATIONAL Bank & Trust C¢ 


1. Frane (‘rand vice president a secretary, Melk National Bank & 
| is (oO None ed 
2. Arthur Vining Davis, chairman of the board, Aluminum Co. of America 


Aluminum Co. of America, Canada Life Assurance Co Buevrus-Erie Corp 
American Brake Shoe Co., Hotel Waldorf Astoria Corp 

3. Frank R. Denton, vice chairman of the board, Mellon National Bank & 
Trust Co.: Mellbank Corp., Pittsburgh & West Virginia Railway, Shamrock Oil 
& Ges Corp., Pullman, Inec., Wheeling & Lake Erie Railroad, Swindell-Dressle 
Corp., Westinghouse Electric Corp., Jones & Laughlin Steel Corp., National 
Union Fire Insurance Co., Diamond Alkali Co., Scaife Co 

1. J. Frank Drake, chairman of the board, Gulf Qil Corp.: Gulf Oil Corp. and 
subsidiary companies, Pullman, Inc., Chase National Bank tockwell Manu- 
facturing Co., Armco Steel Corp., United Petro!eum Securities Corp., Standard 
Car Finance Corp. (president), American Petroleum Institute 

5. Ralph S. Euler, senior vice president, Mellon National Bank & Trust Co.: 
Pullman-Standard Car Manufacturing Co., Pullman-Standard Car Export Corp., 
American Fruit Growers, Inc., Shamrock Oil & Gas Corp., Greensburg Connells- 
ville Coal & Coke Co., National Supply Co., Harbison-Walker Refractories Co., 
Superior Steel Corp., Grandwood Broadcasting Co 

6. Raymond F. Evans, president, Diamond Alkali Co.: Diamond Alkali Co 
Cleveland Trust Co 
7. Childs Frick: No other directorships listed 

8. William Barnes Given, Jr., president, American Brake Shoe Co American 
Brake Shoe Co., Bueyrus-Erie Trust Co., Bankers Trust Co., Combustion Engi- 
neering-Superheater, Inec., Dry Dock Savings Institute, Dominion Brake Shoe Co., 
Ltd., Joliette Steel, Ltd., Fabrications Auviliaries des Industries Locomotrices 

). Henry J. Heinz II, president, H. J. Heinz Co.: H. J. Heinz Co., H. J. 
Heinz Co., Ltd. (London), H. J. Heinz Co. of Canada, Ltd., H. J. Heinz Co., 
Pty. Ltd. (Melbourne 
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10. Henry B. Higgins, president, Pittsburgh Plate Glass Co.: Pittsburgh 
Plate Glass Co., Pittsburgh Corning Corp., A. M. Byers Co., Westinghouse 
Electric Corp., Westinghouse Airbrake Co., Union Switch & Signal Co., Penn- 
sylvania Co., Murphy Paint Co., Ltd. (Canada), Pennyslvania Railroad. 

11. Roy Arthur Hunt, president, Aluminum Co. of America: Aluminum Co. 
of America, National Union Fire Insurance Co., Pittsburgh Testing Laboratory. 

12. Benjamin F. Jones 3d, vice president and secretary, Jones & Laughlin 
Steel Corp.: Jones & Laughlin Steel Corp., National Union Fire Insurance Co., 

13. Charles Lockhart, vice president, Lockhart Iron & Steel Co.: Fox Hills 
Land Co., Lockhart Iron & Stee j}\Co.. National Union Fire Insurance Cx 

14. George Hutchinson Love, president, Pittsburgh Consolidation Coal Co.: 
Pittsburgh Consolidation Coal Co., Renton Investment Co., National Coal 
Association, American Mining Congress, M. A. Hanna Co., Pullman Co., St. 
Joseph Lead Co. 

15. James FE. MacCloskey, Jr., chairman of the board, Harbison-Walker 
Refractories Co.: Harbison-Walker Refractories Co., Townsend Co., Northwest 
Magnesite Co 

16. Richard King Mellon, chairman of the board, Mellon National Bank & 
Trust Co.: Westinghouse Air Brake Co., Aluminum Co. of America. Mellbank 
Corp., Union Switch & Signal Co., Gulf Oil Corp., Pennsylvania Railroad, Pitts- 
burgh Plate Glass Co., Koppers Co., Ine., Penn-Pittsburgh Corp., General 
Reinsurance Corp., T. Mellon & Sons. Pennsylvania Co., North Star Reinsurance 
Corp., General Motors ( orp. 

17. Lawrence Newbold Murray, president, Mellon National Bank & Trust Co:. 
Pittsburgh & Lake Erie Railroad, American Brake Shoe Co., Shenango Valley 
Railroad, Beech Creek Railroad, Pittsburgh, McKeesport 4 Youghiogheny 
Railroad Co., Koppers Company, Inc., Pittsburgh & Clearfield Railroad, New 
York Central Railroad, Crucible Steel Co. 

18. H. W. Prentis, Jr., president, Armstrong Cork Co.: National Association 
of Manufacturers, Borden Co. 

19. David Aiken Reed, partner, Reed, Smith, Shaw & McClay: Diamond Alkali 
Co., Suburban Rapid Transit Street Railway Co. 

20. William C. Robinson, president, National Electric Products Corp. 
& Laughlin Steel Co Westinghouse Electrie Corp Western Alleghe y Railroad. 

21. William M. Robinsor partner Reed, Smit! Shaw & MeClay Diamond 
Alkali Co., National Union Fire Insurance Co., Greenville Steel Car Co., Pitts- 
burgh Forgings Co 

22 Alan M. Seaife, member of the executive and financial committee, G uf Oil 
M Bvers UO., 


) Jones 


Corp.: Gulf Oil Corp., Seaife Co. (chairman of the board \ 


Pullman, Ine., Air Reduction Co., Pittsburgh Consolidation Coal Co . Mellon 
& Sons, General Reinsurance Corp., Island Packers, Inc., Washington & Waynes- 


burg Railway $6 lrelephone (‘o. of Pennsvlva 1a. 
23. William Watson Smith, attorney at law: A. M. Byers ¢ 
24. William P. Snyder, Jr resident, Shenango Furnace Co.: Shenango Fur 


| = 
nace Co., Shenango-Penn Mold Co., Crucible Steel Co. of America (chairman of 
the board), Snyder Mining Co., Mahoning Ore & Steel Co., American Iron & Steel 
Institute. 
25. Curtis M. Yohe vice president Pittsburgh W Lake rie Railroad: Pitts- 
burgh & Lake Erie Railroad, Monongahela Railway, Pittsburgh, Chartiers & 
Youghiogheny Railway, Lake Erie & Eastern Railroad, Pittsburgh, McKeesport 
& Youghiogheny Railroad, Mahoning Coal Railroad, Pittsburgh & Clearfield 
Railroad, Beech Creek Extension Railroad, Mahoning State Line Railroad, 
Shenango Valley Railroad, Mahoning & Shenango Valley Railroad, Dollar 
Savings Bank. 

The CuHarrMan. Next is exhibit C, which is a chart which I had 
prepared, which is somewhat similar to the material in the report of 
the Federal Trade Commission, relating to the activities of the direc- 
tors of the Cleveland-Cliffs Iron Co., which not only has directors in 
other steel companies but which likewise has stock of these other steel 
companies in its portfolios. I am also including a letter from the 
Cleveland Cliffs Iron Co., which corrects some figures in the chart and 
Aevelanc iis tron o., Which corrects some figures in the chart anc 
also points up the entire situation. 

(The document referred to follows:) 

Sources: Official Directors Register of Pittsburgh, 1949 edition, Directory Publishing Co.; Poor’s Register 
of Directors and Executives, 1950, Standard and Poor's Corp. 
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THE CLEVELAND-CLIFFs IRON Co 
Cleveland 0, d Y Iz 
Mr. Epwarp H. Levi 
Counse lin fed States House al Representatives 


} 
Committee on t sdiciar Subcommittee ¢ ‘ 1a f Mor opoly Powe? 


hie 


J 
Was/ ngton dD. ¢ 


Dear Mr. Levi: This will acknowledge your let F 5, 1950, and en- 
closed chart designated 96347 SS 1Ola, whieh I retur here th You 
me to return the chart and advise you of anv errors that occur therein 

the same chart that appears at page 917 of tl iieial verbatim transer 
of hearings before the Special Subcommittee of the Judiciary Committee of 
House of Representatives in connection with its u the antitrust laws 
published by the Bureau of National Affairs, Ine. ie che vas Introduced i1 
the record bv the chairman of the Spe cial Subcomr | { th time of my testi 
mony before that committee, was not presented me for examination or testi 
mony at that time and, therefore, has gone into the record without 
Che chart was introduced into the fecord by the lairman with 
statement at page 916 of such official verbati 


hv relationship where these 


a rather unhealt 
in part owned by The Cleveland-Cliffs [ron ¢ ompany also have 
as dire etors of Che Cleve land ( liffs Iron ( ompat \ 

Considered alone, the chart without explanatior 
since it does not clearly « xplain the stock owners! ips 1 
tion referred to The implications of the Chairmar . t quoted above 
are that the various steel companies have placed directors o1 ard of Cleve- 
land-Cliffs At page 913 of the above-mentioned transcri learings, the 
Chairman questioned whether various steel companie ‘use Cleveland-Cliffs as 
a means of skirting about and avoiding the implications of Section 8 of the 
Clayton Act.’’ As you know, directors are elected by the stockholders of a com- 
pany and it is obvious, therefore, that a company which owns no stock in another 
company can have no say as to having “‘their own directors as directors’ on the 
Board of the latter company; further that a company owning stock in a company 
but not proposing or being invited to have a director to I n the Board of thet 
company is not represented by an individual director or ich Poard and doe 
not “have” anyone as a director of that company lones & Laughlin Steel 
Corporation, Wheeling Steel ¢ orporation, and Youngstown Sheet & Tube Com- 
pany own no stock in The Cleveland-Cliffs Iron Company and obviously cannot 
elect a director to the Board of The Cleveland-Cliffs Iron Company No new 
director has been elected and the personnel of the Board of Directors of The 
Cleveland-Cliffs Iron Company has not changed 
acquired shares of common stock of Cleveland-Clit notwithstanding that a 
meeting of shareholder of Cleveland Cliffs for the purpose of electing directors 
has been held since such stock acquisition by Republic Therefore. any implica- 
tion drawn from the chart that Jones & Laughlin Steel Corporation Republic 
Steel Corporation Wheeling Steel Corporation or Youngstown Sheet & Tube 
Company are represented by a director on the Board of The Cleveland-Cliffs Lron 
Company or “have their own directors as directors’? of Cleveland-Cliffs is an 
incorrect and improper implication. 

Cleveland-Cliffs has an investment in the common stock of Jones & Laughli: 
Steel Corporation Mr. E. B. Greene, former President and now Chairman of 
the Board and a director of The Cleveland-Cliffs Iron Company, is a director or 
the Board of Jones & Laughlin Steel Corporation He is not on the Board of 
Cleveland-Cliffs as a Jones & Laughlin director. 

Mr. A. C. Brown, President and a director of The Cleveland-Cliffs Iron Com 
pany, is a director of Republic Steel Corporation in which Cleveland-Cliffs has an 
investment in Republic common stock. He is not on the Board of Cleveland- 
Cliffs as a Republic director. As explained later, Mr. William G. Mather is not 
a director of either Cleveland-Cliffs or Republic. 

Mr. W. R. Burwell, a director of The Cleveland-Cliffs Iron Company, is a 
director of Wheeling Steel Corporation in which Cleveland-Cliffs owns a commo! 
stock interest and formerly owned a preferred stock interest. He is not on thi 
Board of Cleveland-Cliffs as a Wheeling Steel director While Cleveland-Cliffs 
owns a stock interest in Youngstown Sheet & Tube Company, no director or officer 
of Cleveland-Cliffs or of any of its subsidiaries is presently a director on tl 
Board of Youngstown Shcet & Tube Company and no officer or director of 
Youngstown Sheet & Tube is a director of Cleveland-Cliffs or any of its sub 
sidiaries. Mr. 8. L. Mather who was a director of Lake Superior & Ishpemin : 


Since fepi lic Steel Corporation 
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Railroad Company at the time the chart was introduced in « 
a director of that railroad 
Cieveland-Cliffs owns no stock of National City Bank of Cleveland. Ohi 








name of which appears on such chart and has no director on its Board Phe 
chart seems to imply a tie-in between the two which does not exist \ ious 
stated, it is submitted that he implications drawn from such har 
explanation are grossly misleading 

[ also wish to emphasize what I touched upon in my t 10 it W 

Board of Directors of The Cieveland-Cliffs Lron ¢ mpany me the dire 
consider an act upon the business affairs of The Cleveland-Cliffy I ( pa 
not the business affairs of t stecl companies } rther, as | 

testimony, The Cleveland-Cliffs Iron Company which sells iron ot , 

St¢ prod I ot Coll ps i ot t ~ ( iIpal S pre 

Viuch are enga a 1 the sa i ) a ( prod t I I 

for such directors are not considering the bus ‘ f « 

rns and, further, as I stated i my - mh Is ma r is | I 

into with t De partme of Jus \Mlany ( eland-Cliffs I I 
airectors ol merous oO er Mpanies, Siu is lnsura npa 4 i 
manufacturi pra s, ete., Vv ul Mp ; ( and-( 
Many of su directors individually ar lirecto of s " 

It is sul 1 it. t l 4 situatio if eXIsts i cor ra i 
and sma | s further submit 1 tha yuld be of i 
rust law ) preve restra = upor Mp 10 I » provide r " 
the sele 1O f directors who by reaso { r bus iv) snd a 
are sclected a lirectors by numerous business concerns It is res I 
mitted that an act of Congress designed to prevent two lividuals who hap 
to be directors of competing concer! from ting o th Board of a third ¢ 
pany whic is not in competitio \“ h eit r of the other two would not b i 
act to prevent restral ts of compet tion, Dut an acttor train al ai tua 
ness in the selection of its directors Ss lirectors mig a be n ber f 
the Boards of Trustees or Directors of charitable institutions, clubs 1MCATIO 
institution Chambers of Commerce, business associations. e They might a 
be good friends and occasionally inch together, meet ats il f 
Wi come nh ¢ i( With eac t I It is respec Liv SsuD l i i Tor 
TI rain dir ors of competing coneerns from « i 
other under conditions not directly involving consideration of compet yn bet 
such concerns would not be effeeted by legislation directed at keep 
the boards of companies not competing with such other companies on whi t 
are the directors and that legislation going to the extent of prev the 
from ever coming in contact with each other, however legitimate | 
would be an absurdity 

I also wish to call vour attention to the following inaccuracies in the chart 

On the left side of the chart there is a statement ‘‘holds about 10% of sto 
without any explanation. According to information furnished to us in connec 
with the Cleveland-Cliffs proxy statement by Mr. Cyrus Eaton, Chairman of 
Board of Directors and President of Portsmouth Steel Corporation, Portsmo 
Steel does ow! beneficially, but does not hold, about 10% of the common st ko 


The Cleveland-Cliffs Iron Company, but owns or holds none of the compat 


preferred Stor k 
Jones, Day, Cockley & Reavis are shown on the chart as attorneys for Port 
mouth Steel Corporation. I am advised by that firm that thev ceased to be 

attorneys for Portsmouth Steel Corporation more than a year ago 
The chart states that The Cleveland-Cliffs Iron Company owned 6.361 shares 


of preferred stock and 74,247 shares of common stock of Jones & Laughlir As of 


the time the chart was introduced into the record, Cleveland-Cliffs owned 4.141 
shares of preferred stock and 77,959 shares of common stock of Jones & Laug 
Also the chart states that J. W. Reavis is a partner and director, but does not 
indicate of what firms or corporation Mr. Reavis is a partner in the firm 
Jones, Day, Cocklevy & Reavis and is a director of Jones & Laughli He is 

a director of Cleveland-Cliffs 


The chart indicates that Mr. William G. Mather is a director and ho 
ary chairman, but does not indicate the company referred to. Mr. Mather 
Honorary Chairman of Cleveland-Cliffs, an honorary position without respor 


bilities or compensation created by the Board of Directors of Cleveland-Cliff 

He has not been a director of Cleveland-Cliffs since April 1947. He is not and 
never has been Honorary Chairman of Republic Steel Corporation and has 1 
been a director of Republic Steel Corporation since May 1950 when, bee: 
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advanced age, he asked not to be reelected. The number of shares of common 
stock owned by Cleveland-Cliffs in Republic Steel Corporation is stated on the 
chart to be 391,416, whereas the number of such shares owned by Cleveland- 
Cliffs at the time the chart was introduced was 373,114. 

The chart states that Cleveland-Cliffs owned 1,429 preferred shares of Wheeling 
Steel Corporation. All of such preferred shares had been sold and were no 
longer owned by Cleveland-Cliffs at the time the chart was introduced in 
evidence. 

I appreciate your providing me with an opportunity to comment upon the 
enclosed chart. I request that this letter be placed upon the record of the hear- 
ings before such Special Subcommittee, together with such chart, at the place in 
the record where such chart appears. 

Very truly yours, 
J. H. Kerr, Secretary. 

The CHarrman. Exhibit D is an exhibit I had prepared by the 
Securities and Exchange Commission showing a list of directors of 
J. P. Morgan & Co., and another table showing in alphabetical order 
the principal companies having one or more directors In common with 
J. P. Morgan & Co 

It might be interesting to note that industrial concerns affiliated 
with J. P. Morgan & Co. through common directors had at the end 
of 1948, according to the information from the Securities and Exchange 
Commission, consolidated assets of $17,281,460,254; consolidated sales 
during 1948 of $15,969,588,656 and net income after taxes in that year 
of $1,357,044,281. 

The banks and insurance companies had admitted assets of $8 ,374,- 
858,811. 

Combining these figures, the directors of J. P. Morgan & Co. were 
affiliated with companies in this country having combined assets as 
of December 31, 1948. of $25,.656.319,.065 

The document referred to is as follows: 


Exuisir D 


Alexander, Henry ( 


American Viscose Corp Yireetor 
General Motors Corp Do 
Johns-Manville Corp Do 
J. P. Morgan & Co., In¢ Director execut é VCE presi- 
dent 
Standard Brands, In« Director 
Anderson, Arthur M 
J. P. Morgan & Co., Ine Chairman of executive commit 
tee, director 
Northern Pacifie Ry Director 
St. Joseph Lead Co Prustes 
United States Guarantee Co Director 
U.S. Steel Corp Member of finance committee, 
director 
Atkin, I. C. R.: J. P. Morgan & Co., Ine Vice president, director 
Cabot, Paul ¢ 
Eastern Gas & Fuel Associates _, Trustee 
Harvard University Treasurer 
J. P. Morgan & Co., Ine Director 
National Dairy Products Do 
State Street Investment Corp President, direetor 
State Street Research & Management Co_ Partner 
Tampa Electric Co Director 


See footnote at end of table, p. 1002 
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Thirty-two officers and direciors of J P Vorgan Co.. 


with other corporations and organizations 


P 


Ty 


Carter, Bernard 8.: J. Morgan & Co., Ine Director. 
Cheston, Charles S 
American Airlines, 


Insurance Co. of North 


iT 
) 


Ine 


oO 


America 


I 

I 
Kansas, Oklahoma & Gulf Ry Do 
Mead Corp 1) 
Monsanto Chemical Co Do 
J. P. Morgan & Co., Ine Do 
Muskogee Co Do. 
Philadelphia National Bank DD 
Phileo Corp Do 

| 


fe ¢ 


Me trite 


Insurance Lo 


ind Societ 


Provident \I itual I ] 
Western Savings F 
Collyer, John | 
Akron Rubber ¢ 
American Anode Ine 


r 


J I 


> 
‘ 


Presi 
Director 


‘oO lent 


> 


r 


oard of managers. 


director. 


B. F. Goodrich Co President, member of executive 
committee, director, 
B. F. Goodrich Rubber Co. of Canada, Ltd. Chairman of board, director. 
Lone Star Defense ( orp President. direct« 
J. P. Morgan & Co., Ine Director 
Cragin, Stuart W J. P. Morgan & Ce ne Vice president 
Davison, H. P 
American Brake Shoe Co Director 
P Mors an & ( Dee Ine Vice pres le if d rector, 
Dickey, Charles D 
Beaver ¢ oal ( orp Director 
Braden Copper Co Do 
Church Fire Insurance Cory Do 
Church Life Insurance Corp 1) 
General Electric Co ay 
Kennecott Copper Co D 
J. P. Morgan & (¢ Ine Vice preside lire rr. 
New York Life Insurar ( Director 
Sharp & Dohme, Ini ay 
Stonega ke & Coal Co by 
Virginia Coal & Iron Co De 
Western Saving Fund Societ f Phila \lember board of managers. 
deiphia 
Du Bois, J. Delafield 
J. P. Morgan & ( Tne Secreta 
Seaboard Suretv Co Director 
Foote, Alfred S.: J. P. Morgan & ¢ fF Vice president. 
Gallagher, Ralph W J.P. Mor & ( | Director 
Haskins, Lathrop S.: J. P. Morgan & (¢ 1) Vice president. 
Hinton, Longstreet 
Morgan & Cie, Ine Vice pr ident, director. 
J. P. Morgan & Co., Inc Vice president, trust officer. 
Jay, N. D.: J. P. Morgan & Co., lh Director 
Josephs, Deveraux C 
Carnegie Corp Trustee. 
Consolidated Edison Co. of New York, Do 
Metropolitan Museum of Art Do. 
PR P. Morgar & (2... Ine Dire ctor. 
New Life Insurance Co President, director, 


York 
Keves, I \ J P 


Lamont, Thomas 8.: 


Morgan & Co., Ine 


Vice pre Sie 


Atchison, Topeka & Santa Fe Ry Director. 
International Minerals & Chemical Corp Do 
Lamont Corliss & Co Do 
Mercantile Insurance Co. of America Do. 


Morgan & Co., Ine 


of t able, p. 1002, 


° ie 


Vice presir 


} 
I 


; 


ler 


lent, director. 
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of J. P. Morg 


ations and organi 


Lamont, Thomas 8,—Continued 
North British & Mercantile I 
Phelps Dodge Corp 
Texas Gulf Sulphur Co 

Lanier, Sidney: 

Morgan & Cie, In« 
J. P. Morgan & ¢ 


Leffingwell, Russell ( 


J. P. Morgan & ¢ 
McElroy, David B 
Metzman, Gustay 

Pier Proprie 


nada Southern R 


Tree & Dixonville R 
ago, Kalamazoo & Sagin: 
tiver & Indiana R f cuth e, 


Louis 
Cleveland ) 
Detroit Manufacturers R Director 
Detroit River T ! } Member of executive 
president, director 


President, director 


Member of executive com: 
resident, director 

Hudson River Bridg ‘ Iban Do 

Hudson River Conn. R. R President. director 

Indiana Harbor Belt R. R Member of executive committer 


p 


pre sider + cure ‘Tor 

Joliet & Northern Indiana R. R President, director 

Lake Erie, Alliance & Wheeling | Do 

Lake Erie & Eastern R. R Do 

Lake Erie & Pittsburg Ry President member of executive 
committee, director. 

aansing Manufacturers R. R President, director 

Lansing Transit Ry Do 

Louisville & Jeffersonville Bridge & R. Do 

Mahoning Coal R. R Do 

Mahoning & Shenango Valley Ry Do 

Mahoning State Line R. R Do 

Michigan Air Line R. R Do 

Michigan Central R. R Member of executive committee, 
president, director 

J. P. Morgan & Co Director 

New Jersey Junction Member of executive committee 
president, director 

New York Central R R Do 

New York Central System President, director 

New York & Fort Lee R. R Member of executive committee, 
president, director 

New York & Harlem R. R Do 

New York State Realty & Terminal Co Do 

Niagara River Bridge Co Do 

Nicholas Favette & Greenbrier R. R Do 
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mith othe corporations and orqgar alive 


Metzman, Gustav—Continued 
Ottawa & New York Ry President, director 


Owasco River Ry Do 
Peoria and Eastern Ry Do 
Pittsburg & Clearfield R. R Vice pre nt, directo 
Pittsburgh & Lake Erie R. R Member of exec e é 
pr lent, dire 
Pittsburgh, McKeesport & Youghiogheny Member of exec e Ce 
R. R. Co ce pl i ‘ 
Railwa Equipme & Publica ( M rm ot finan 
nasil 
Rea Hot [nie Mi er of exer 


Ste i R. R. Co Deo 
| lo & O Central R MM t of ( 
lor t Ha ) & Buffa Na i ¥ | ( 
( 
Toronto Hamilton & Buffalo R Dire 
Troy | on R. R Mi executive 
I r Lire 


Meyer, John M.. Jr.: J. P. Morgan & Co., Inc__ Vice preside 


Morgar Junius S 


Continental Can Co Direct 


| , 7s Pr \ ‘ 1) 
( ’ \I ( ( 
I ( mT { ) 
J. P.M \ I 1) 
| ( 
| | 
es I] 
( | \ | \ 
‘ I il | | ( | 
i \ { A lr ( \ 
Ha Fire | ince 
Hla i] Stov | l \ 
iar > 1 B r | \ 1) 


4 T 
New Y { er ‘ | ra ( \ 
Sia lard Sey ( 1) 
| Steg Pua ( \ 


\\ R. G i P.M in & ( \ 
\ 1] " ~ | \1 t- ¢ | \ 
\\ { 
i | 
{ { }? 
( ; ( { ~ 
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Thirty-two office rs and directors of a P Morgan C’o.. Tne 2 and thea affiliations 
with other corporations and organizations \—Continued 


Whitney, George Continued 

Consolidated Edison Co. of New York Member executive and pension 
committee, trustee. 

Continental Oil Co Chairman of executive commit- 
tee director. 

Detroit River Tunnel Co Director. 

Discount Corp. of New York Do 

General Motors Corp Member of 

Kennecott Copper Corp Member executive committee, 
director 


J. P. Morgan & Co., Ine det director, member 
New York Central R 


New York & Harlem R. R 
New York State Real 
Michigan Central R 
Pittsburgh & Lake 


Pittsburgh, Mc ke 
R. R. Co 
West Shore R. R 
Zinsser, Jobn S.: 
De Long Hook & I 
Girard Trust Co 
J. P. Morgan & Co., In« 
Philadelphia College 
science, 
Sharp & Dohme, 
Shipley School 
University of Pennsylvania Hospital 
Western Savings Fund Society 
Zinsser & Co., th 
1 1; ; 
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I. RAILS AND INDUSTRIALS 


f N. Y 
W hitney 


mittee, truste¢ 
Junius 8. Morgar 1ires 
rge Whitney, chairn 








GO STUDY OF MONOPOLY POWER 


Il. BANKS AND INSURANCI 
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( ' " 9 >» i ed 
Mutual Ind ( \ , ; 
\ tie Mut Insur ( Vl i8. ORS 
Church Fire I Irance ( C} D. Dicke rect 44, Sf 
Church | Insurance ¢ Cha 1). Dic t 7 422 
Citizens In ice ( \ i I ) ) j 12, 254 
( ' it Mutual I ( J I lire 24, 280, 84 
(} i ‘Tru ( Jot / r re | f 19 
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? lent Mutual Life | " ( 594. 873. O13 
( ston, ( irles S.. director 
Seaboard Surety ¢ IO. SIS 20) 
1) Bo J. Delafiel lirect 
State Street Investment Corp ( 662. 956 
Ca Pa C pre ( l I 
l ( Fire Ty rance ¢ ? 6 168 
Phe l ) James | rector 
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The CuHatrMan. I would next like to insert in the record a chart 
yrepared by the Securities and Exchange Commission showing the 
pre] . 


interrelation of 11 selected paper and allied products companies 
thro ich mnterre lation ships on the hoards ot nonnewsprint compan Cd. 
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The document referred to is as follows 
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COMPILED FOR THE HOUSE SUBCOMMITTEE 
On STUDY OF MONOPOLY POWER BY THE 
SECURITIES AMD EXCHANGE COMMISS'ON 
JUNE 23, 1950 


Now, in framing | cvislation to meet a situation where two « ompeting 


companies have airectors mn common ih a noncompe ne company 
l ] ] 


should any distinction be drawn as to the nature of the noncompetu 
company. 


Mr. Epwarps. I think so. As the Chairman told you yesterday 
the Commission is warking on a proposal as to this matt It would 
be inappropriate for me to suggest the particular best method of 
approach while we are still trying to make up our inds on just that 
question. But I think whatever the method of approach is, 1t should 
be one which allows some discretion in selecting the indirect relation- 
ship that is really significant, and not trying to stop the one that h 


no significance 

The CuarrMANn. Would you say that presently section 8 of the a 
is prac tically impotent 

Mr. Epwarps. I think so; I believe so 

The Cuarrman. And that undoubtedly there shoul 


chang’ ‘ 
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Mr. Epwarps. To my mind that is clear. 

The CHarrmMan. And that current conditions are different now 
from what they were when the Clayton Act was first devised way 
back in 1914? 

Mr. Epwarps. I view the Clayton Act of those days as experimental 
legislation in which the Congress did remarkably well in coping with 
problems that were then pressing. But it has proved since that time 
that the judgment of later ( ‘ongresses called for arey ision of section 2 
of this statute, and recently a revision of section 7 of the statute, and 
I think the information we have now about how companies operate 
and what would be necessary to make Section 8 effective suggests 
a revision of that section also. 

The CHarrMAN. I am referring specifically to that section of your 
report on page 123, showing interlocks of the Cleveland group and the 
iron and steel companies, and I have prepared a long question and 
some observations. I will not take the trouble to read it. It concerns 
a case brought by the United States against William G. Mather. 
I do not ask for your comment at the present time. It is about a 
3-page résumé of that case, which points up the need for Congress’ 
directing its attention to certain possible changes in section 8 of the 
Clayton Act. 

Over 15 vears ago, the United States Government complained that 


certain interlocking relationships existed between defendant companies 
and defendant directors named in the case of the United States against 
William G. Mather. Decrees were entered, dismissing the complaint 
on the ground that the interlocking arrangements had been dissolved 
and, according to the Department of Justice’s press release, ‘‘The 
primary relief sought by the petition having been attained.’’ How- 


ever, let us examine the present status of some of the defendants 
named in that case 

Paragraph 2 of the Government petition complained that William 
G. Mather was a director of five corporations, namely the Cliffs 
Corp., the Cleveland-Cliffs Lron Co., McKinney Steel Holding Co., the 
Corrigan, McKinney Steel Co., and the Otis Steel Co. The first three 
corporations mentioned have now been succeeded by one firm, namely 
the Cleveland-Cliffs [ron Co., while the Corrigan, McKinney Steel 
Co., has been purchased by Republic Steel As late as May 1950 
William G. Mather was both honorary chairman of the Cleveland- 
Cliffs Co., and a director of the Republic Steel Corp. Otis Steel Co., 
with which Mr. Mather was also allied back in 1935, has been acquired 
by Jones & Laughlin Steel Corp., in which company Cleveland-Cliffs 
owns 77,959 shares of common stock, 4,141 shares of preferred, and 
has a director, Mr. E. B. Greene, in common. 

Paragraph 3 of the Government complaint dealt with the corporate 
relationships of Mr. Samuel Livingston Mather. It was charged 
that Samuel Livingston Mather was associated with the Cliffs Corp., 
the Cleveland-Cliffs Iron Co., the Corrigan McKinney Steel Co., the 
Youngstown Sheet & Tube Co., and the Otis Co As late as the 
early part of 1950, we still find Samuel Livingston Mather on the 
board of directors of an important subsidiary of the Cleveland-Cliffs 
[ron Co., the successor to the Cliffs Corp., and the Cleveland-Cliffs 
Iron Co. We simultaneously find him on the board of directors of 
Youngstown Sheet & Tube. 
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The Government petition mentioned Cyrus Eaton who, it stated, 
was a director of the Cliffs Corp., the Cleveland-Cliffs Iron Co., and 
Inland Steel Co. Dr. Eaton today remains a director of the Cleve- 
land-Cliffs Iron Co., in which he also owns beneficially a 10-percent 
stock interest and at the same time acts as chairman of the board of 
directors and president of the Portsmouth Steel Corp. Since 1935, 
all Mr. Eaton has done to disassociate himself from the companies 
mentioned in the complaint has been to change allegiance from 
Inland Steel to Portsmouth Steel 

Mr. William R. Burwell was another defendant named in the 
Government petition of 1935. It was claimed that Mr. Burwell 
was associated as a director with the Cliffs Corp., the Cleveland- 
Cliffs Iron Co., and the Wheeling Steel Corp. Fifteen years later, 
\\ R. Burwell is a director of the Cleveland-Cliffs Iron Co., and at 
the same time is a member of the board of Wheeling Steel Corp., a 


; tornect 


company in which Cleveland-Cliffs owns a common stock int 
and formerly owned a preferred-stock interest 

It may be that technically these relationships outlined above do 
not come within the actual wording of section 8 of the Clayton Act 
insofar as that act prohibits interlocking relationships between com- 
panies engaged in substantial competition with each other. However, 
in passing, it should be mentioned that inasmuch as the Cleveland- 
Cliffs lron Co. derived in 1948 over $2,507,000 of its income from 


than 


dividends received on steel stocks, It may be said to be mor 
interested in the steel business. Likewise, insofar as Republic Steel 
owns and operates 1ron mines, it might well be considered to bi ngaged 
in the business of mining ores. 


The main point l am trving to bring out, however, is tl (ver 
15 vears ago the United States Government, under the Clayton A 
sought to end the interlos king and nepotisn vi kisted among 
these companies lrequently denominated as Litt e| Wheth 
because of differing interpretations or existing law or because of the 
plain inadequacy of statutory provisions, the sam lose relationsh D 
which existed back in 1935, when the Government brought its suit, 
continues to remain in effeet today The relationships | have men- 


tioned above. tou ther with the chart which has b en inserted else- 
where in the record, amply substantiate this conclusion 

Perhaps this situation has occurred as somewhat of a defensive 
measure because of the dominance of the steel] naustry bv the United 


States Steel Corp I do not know But whatever its cause ne close 
financial, business, and personal relationships among these steel and 
iron companies can only serve to stifle whatever competition is able 
to coexist with the United States Steel Corp. in the production and 
sale of iron and steel 

Have vou concluded? 

Mr. Epwarps. Yes. 

The CHarrmMan. Are there any other questions? 

Mr. Wiiuis. In your section on sugar, I notice that you analyzed 
the interlocking directorateships of the Hawaiian companies but you 
did not go into the Cuban companies. 

[ suppose it is because you have no knowledge or jurisdiction of 
the operations of those companies? 
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Mr. Eywarps. That is correct. As I said in my general introduc- 
tion, we did not deal with interlocks of the American companies via 
foreign companies and, even less, of course, have we dealt with foreign 
companies themselves. 

Mr. Witurs. | assume that the pattern regarding Hawaii would 
probably be true with reference to Cuba 

Now again, I ask you if your department, at my request, would be 
willing to give me a little more detailed information on that specific 
question? 

Mr. Epwarps. | wil! reply as before, that you are welcome to 
Whatever we have and within the limits of our resources we will try 
to get it 
Mr. Suears. Dr. Edwards, you have mentioned that this is just 
one phase of the monopoly-power pattern. How would you compare 
it, for example, with another phase, such as vertical and conglomerate 
integration? Is it as important in the power pattern as that would 
be? 

Mr. Epwarps. Well, these interlocks between companies and their 
suppliers or companies and their customers, seem to me to be akin to 
vertical integration in their character, except that they are such that 
Vou can have several s ipplic rs on the board of one customer or several 
customers on the board of one supplier, and can get the sharing-of-the- 
business kind of relationship, which would not appear so readily In 
vertical integration. But they raise the same sort of problems as 
vertical integration in other respects, the principal problem being 
whether they have gone so far that, in the setting and under the 

‘s, the preferential relationship between the parties that 
her has created an impossibility for the independent to 


needs, or to get access to the markets that he has got to 
Into, 

Mr. SHears. Have you made a study of conglomerate integration 
to indicate the spreading out into othe fields of the big companies 
recentiv? 

Mr. Epwarps. We have never made any clos 
our report on the merger movement, one portion 
with mergers of unrelated activities, and so throws s« light one 
aspect of the conglomerate company 

This report, although it Is sel up on the basis of : ane mdustry 
by industry, contains, as I tried to show in last three charts, 
materials which ean be ’ at least a! ' th nterlocks 
among unrelated comMmpanie , ho, | do not hink anyone has 
ever done either a full e: ‘ef ‘ac ual study ra carerul nalysis ol 
conglomerate size 

Mir. SHears. From your studies of a great mi: 
many investigations conglomerate Integr 
down? 

Mr. Epwarpbs. It appears to me to be on the 

Mr. Suears. Do you view that as a dange 
Monopoly power Is Com ‘rned? 

Mr. KpwV ARDS | think it can become SO 

Now, one is dealing here with hypothesis rath 


But to my mind if a company has enough resource 


over enough ol thre Industrial field, it obtains ii 
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it can use in one part of that field against a smaller and more special- 
ized company, Whether or not in that part of the field it has anything 
like a monopoly position 

Thus, if | were the head of a billion-dollar corporation, and that 
' 


corporation spread over many industries, but one particular in- 


1 

dustry we had about a 10-percent position in the national output 
then | would not hesitate to take, on and count on myself to win, a 
fight with a concern that had a 50-percent position in that particular 
industry, but did not have anything like my size or anything like my 
spread in other industries 

Mr. Suears. What you are saying is that that particular big com 
pany could reduce its prices even below cost in the field that you are 


speaking about, and vet make money by raising its price in all the 


{ 


Is operating, to drive out competitors 


{ 


other fields 1 
Mii ke DWARDS That is one of the techni ies available Lo 


(nother is it might surround and smother this company by buying 


{ 


up materials which the company had to purchase, and making 
difficult for the company to get them, or by tying up market channels 
which needed not only the product made by the competing company 
but other unrelated products made by the big coneern. There are 
various ways in which it could be done 

The Cuarrman. Well, Dr. Edwards, | wish to state that vou have 
made a very important addition to the work of this committee and 
the study, the report that has been submitted, which was made under 
your supervision, is most informative. 

It has apparently been the work of great erudition and hard work 
and labor, and your explanations and elucidations and answers to 
questions were very fair and very clear, 

1 would like to ask just one final question. I take it that you and 
your staff are working on a suggested amendment to section 8, and 
I would like to know when do you think we could have that? 

Mr. Epwarpbs. Since that depends in large part upon the length of 
time the Commission needs to review our suggestions, I am a little 
hesitant to say. 

The present status is that we have fairly well-formulated suggestions 
posing two alternatives in a form in which the Commission can considet 
them. Now, I do not know how long it will take the Commission to 
determine whether it likes either of them or whether it discards them 
or what. 

The CHarrMan. Are there any other questions, gentlemen? 

Well, thank you very much, Doctor. We appreciate your coming 
down here. 

Whereupon, at 12:15 p. m., the committee adjourned 





